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FASB Approves 
Statement on 
Interim Changes..
. . .  Exposes Two 
Proposed 
Statements. . .
The CPA Letter
A Semimonthly News Report for Members of the AICPA
The Financial Accounting Standards Board ended the year with four releases: 
a Statement on reporting accounting changes, including the adoption of LIFO, in 
interim financial statements; exposure drafts on disclosure in terms of general 
purchasing power and on accounting for foreign currency translation; and 
an interpretation on pension costs.
In Statement No. 3, the Board has reaffirmed the basic conclusion of its 
exposure draft on accounting changes that was issued for comment in November. 
A s adopted, the Statement specifies that “ if a cumulative effect type accounting 
change is made in other than the first interim period of an enterprise’s fiscal 
year, no cumulative effect of the change shall be included in net income of the 
period of change. Instead, financial information for the pre-change interim 
periods of the fiscal year in which the change is made shall be restated by apply­
ing the newly adopted accounting principle to those pre-change interim periods.
“The cumulative effect of the change on retained earnings at the beginning 
of that fiscal year shall be included in restated net income of the first interim 
period of the fiscal year in which the change is made (and in any year-to-date or 
last-twelve-months-to-date financial reports that include the first interim 
period). Whenever financial information that includes those pre-change interim 
periods is presented, it shall be presented on the restated basis.”
Footnote disclosure will be required of some publicly traded companies 
that make a fourth quarter accounting change, but do not issue a separate fourth 
quarter report or disclose the quarterly effects of the change in their annual 
reports.
Effective date of the Statement is for interim periods ending on or after 
December 31, 1974.
An exposure draft of a proposed FASB Statement would require supplemental 
disclosure of accounting information restated for changes in the general pur­
chasing power of the dollar as determined by the application of the GNP Implicit 
Price Deflator.
Disclosures in units of general purchasing power would be required in the 
income statement for at least the following items: total revenue; depreciation of 
property, plant and equipment; net general purchasing power gain or loss from 
holding monetary assets and liabilities; income from continuing operations; 
net income; net income per common share; cash dividends per common share. 
Minimum balance sheet items would be inventories; working capital; total 
property, plant and equipment (net of accumulated depreciation); total assets; 
total common stockholder’s equity.
Because general purchasing power accounting is relatively untried in the 
U.S. and to give time for experimentation with the proposed restatement tech­
niques, the comment period will extend through September 30, 1975. If adopted, 
the proposed Statement would be effective January 1, 1976.
. . .  and Issues 
Interpretation on 
Pensions
Profit Forecasts 
Study Issued
Among other things, the exposure draft on foreign currency translation 
would require that foreign currency cash and amounts receivable or payable 
be translated into dollars at the balance sheet date exchange rate for both 
foreign currency transactions and foreign currency financial statements. 
Other foreign currency financial statement accounts would be translated 
under the temporal method described in Accounting Research Study No. 12. 
Comments on the proposed Statement are due by April 30, 1975.
Pending completion of an overall project on pension accounting, the FASB 
has issued Interpretation No. 3 to clarify the provisions of APB Opinion 
No. 8, Accounting for the Cost of Pension Plans, as they relate to the 
Employee Retirement Income Security Act of 1974.
The interpretation states that “ any change in pension cost resulting 
from compliance with the Act shall enter into the determination of periodic 
provisions for pension expense subsequent to the date a plan becomes 
subject to the Act’s participation, vesting and funding requirements.”
Also, if it appears likely, prior to the effective date, that compliance 
will have a significant effect in the future on an enterprise’s periodic pro­
vision for pension expense, periodic funding of pension costs, or unfunded 
vested benefits, “ this fact and estimate of the effect shall be disclosed in 
the notes to the financial statements.”
The texts of the Statement and the interpretation will appear in the 
March Journal of Accountancy. Copies of the four FASB documents can be 
obtained from the Board’s office, High Ridge Park, Stamford, Conn. 06905. 
(The Statement is $.75 per copy; the interpretation is $.50; the exposure 
drafts are free in reasonable quantities.)
The Accountants International Study Group has issued a study on published 
profit forecasts. It is the tenth in the series which examines current practices 
in Canada, the United Kingdom and the United States. Several others are 
scheduled for publication within the next few months, with one on inter­
national financial reporting slated for release in mid-February.
Among the conclusions of the forecast study are the following:
□  The information given to shareholders and the public would be enhanced 
by the publication of profit forecasts.
□  A published forecast should not extend beyond the end of the current 
financial year and should state the major assumptions that have been made.
□  Directors should be encouraged to include estimated figures for turnover 
(sales and other revenues), profits before and after taxes, extraordinary 
items, earnings available for ordinary shareholders and earnings per share.
□  Major deviations from the published forecasts should be made public 
as soon as possible after they become known to the company.
□  In certain circumstances, such as takeover circulars and prospectuses, it 
is important that the forecasts by the directors should be reported on 
independently, in most cases by the independent accountants.
□  The report of the independent accountants should state that the directors 
are solely responsible for the forecast in order to avoid any misunderstand­
ing as to the ultimate responsibility for it.
Copies of the study will be sent to members of the Accounting Research 
Association. Additional copies are $3.00, $2.40 to AICPA members, from 
the Institute.
ASD Takes Position 
on Mortgage 
Banking Practices
Recent SEC Actions
The AICPA’s accounting standards division has issued a Statement of 
Position on accounting practices in the mortgage banking industry for 
consideration by the Financial Accounting Standards Board.
The principal recommendations include:
□  A mortgage banker’s loan portfolio (except loans held for long-term 
investment) should be valued by the lower of cost or market method.
□  The cost method is appropriate for long-term investment loans.
□  Mortgage sales to an affiliate should, in most cases, be recorded at the 
lower of cost or market value at the date a management decision has been 
reached that a sale between affiliates will occur.
□  Both classified and unclassified balance sheets are acceptable, but 
mortgages held for sale and those held for investment should be distin­
guished in any balance sheet.
The Statement recommends procedures to be followed in determining 
the lower of cost or market in various circumstances and offers guidance for 
identifying those mortgages which are long-term investments.
Free copies of the Statement are available from the accounting standards 
division at the AICPA.
Increased disclosure of the relationships between registrants and their 
independent public accountants is required by revisions to Form 8-K, 
Regulation S-X and the proxy rules announced in ASR No. 165.
The amendments expand reporting whenever a change occurs in the 
principal accountant for a registrant or for significant subsidiaries and 
require disclosure of disagreements between the accounting firm and the 
registrant. The new proxy rules require disclosure of the auditor’s name, 
whether he will attend the annual meeting of shareholders and names of the 
audit committee members (or a statement that no audit committee exists).
S-X amendments are effective for periods beginning on or after January 
1, 1975. Changes to Form 8-K and proxy statements are effective for those 
statements filed subsequent to January 31 , 1975.
In ASR No. 166, the Commission urged substantial and specific disclosure 
of business uncertainties by registrants and said that auditors must consider 
the need for such disclosure in their reports. Among the examples cited 
were loans and loan loss reserves of financial institutions, marketable 
securities, deferral of fuel costs by public utilities, cost of raw materials 
where price is still under negotiation and circumstances where a small 
number of projects will have a dominant effect on results.
A proposal has been issued (Release No. 33-5548) which would amend 
Rule 4-02 of Regulation S-X to provide additional requirements for presen­
tation of financial statements of consolidated subsidiaries engaged in 
insurance, banking and other financial activities. Comment period ends 
February 14.
Proposals contained in Release No. 33-5549 would require that comparative 
income statements, balance sheets and statements of financial position be 
furnished on a quarterly basis on Form 10-Q. In addition, a footnote to the 
annual financial statements would be required to disclose net sales, gross 
profits, and net income per quarter for the most recent two years, together 
with a reconciliation, if necessary, with amounts in the quarterly reports.
If adopted, the new rules would apply to filings after July 15, 1975. 
Comments are due by March 15.
Renegotiation 
Board Revises 
Regulations
Significantly modifying its original proposal to require conformance with 
Cost Accounting Standards Board standards in financial statements filed 
with it, the Renegotiation Board has adopted amendments which require 
conformance with those standards only for that portion of the contractor’s 
renegotiable business which is derived from contracts subject to such 
standards. The remaining renegotiable business will be reported in accord­
ance with the contractor’s usual accounting method, except that extended 
application of CASB standards is permissible under certain circumstances.
CASB Raises 
Minimum Contract 
Amount
The Cost Accounting Standards Board has amended its regulations to 
provide exemptions from its requirements for defense contracts and sub­
contracts of $500,000 or less. The previous exemption limit was $100,000. 
However, once a contractor has received a contract for more than $500,000, 
he must follow CASB requirements on subsequent contracts in excess of 
$100,000.
Audit Software 
Package Available
The AICPA task force that developed the specifications for a computer 
audit software package for the IBM System 3 line of computers has reported 
that three vendors are willing to sell or lease a package to members of the 
AICPA. The typical package will foot, crossfoot and perform all mathe­
matics of addition, subtraction, multiplication and division. It will take a 
sample, perform boolean logic, print confirmations and prepare any type 
of managerial report desired. For more information, contact Robert Stone at 
the Institute.
First-Class Delivery 
and Subscriptions to 
Letter Available
Members who wish to receive The CPA Letter on a more timely basis may 
have their copies sent by first-class mail, effective with the first issue in 
March, upon prepayment of $3.00 per year. Just check the box on the 
addressed section of the Letter and send it (or a photocopy), with payment, 
to the Circulation Department of the AICPA.
Effective with the same issue, subscriptions for non-members will be 
available at a price of $25 a year, with first-class postage included. Sub­
scriptions entered at a later date will be prorated.
For those members who may want to distribute copies to non-member 
associates or to clients, a special discount of 50% is offered for bulk sub­
scriptions of 25 copies or more sent to the same address.
-Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc.
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036
Second-class postage paid at New York, N.Y.
□  Please send via First Class Mail 
($3.00 enclosed)
The CPA Letter, January 13, 1975. Published semi­
monthly except July and August when monthly, Vol. 55, 
No. 1. Publication and editorial office: 1211 Avenue of 
the Americas, New York, N.Y. 10036. Second-class 
postage paid at New York, N.Y. Copyright ©  1975 
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January 27, 1975
Auditing 
Interpretations 
Issued on 
Lawyers’ Letters
Controversy Still 
Rages on FTC’s LOB
The CPA Letter
A Semimonthly News Report for Members of the AICPA
The AICPA’s auditing standards division has issued four interpretations that 
update and clarify its January 1974 commentary on lawyers’ letters regarding 
limitations on a lawyer’s response to a letter of audit inquiry. These interpreta­
tions are designed to provide guidance to auditors in the current reporting 
period, pending resolution of a number of issues by a joint group of AICPA and 
American Bar Association representatives. When the issues are resolved, a 
Statement on Auditing Standards will be developed to supersede the commentary 
and interpretations. The nature of each of the interpretations is as follows:
□  The first interpretation deals with the most common type of limitation on the 
scope of the lawyer’s response. It contemplates that the lawyer excludes, as
a matter of principle, consideration of certain unasserted claims.
□  The second suggests a form of letter of audit inquiry. It contains a definition 
of “ contingent liabilities” included in the joint task force’s recommendations 
to the FASB.
□  The third contemplates that the lawyer is not reporting something that the 
auditor has indicated should be considered for disclosure in the financial 
statements. This could include litigation in process or unasserted claims.
□  The fourth interpretation deals with a lawyer’s response that indicates that 
the lawyer is not furnishing an evaluation of the outcome of litigation.
The texts of the interpretations will be published in the March Journal of 
Accountancy. In the meantime, copies are being sent to the AICPA practice units 
and are available, upon written request, from the auditing standards division.
The last chapter of the Federal Trade Commission’s controversial program to 
require major corporations to provide sales and profit data on specific lines of 
business rather than on company-wide operations has not yet been written. Here 
are the latest developments:
□  The Commission has denied motions by 147 affected companies to quash its 
line of business inquiry.
□  Twelve companies have filed a class action suit in the U.S. District Court for 
the Southern District of New York asserting that the LOB program is 
unlawful and seeks an injunction to stop the FTC from serving default notices 
on those of the 345 companies which do not file LOB information by the 
February 15 deadline. The companies hold that the program violates their 
rights to privacy and of due process under the Fourth and Fifth Amendments. 
They also cite a number of issues which they claim must be resolved before 
they should be required to comply with such a program.
□  FTC Chairman Lewis A. Engman has stated that he wishes to make public 
the full list of the LOB companies on the grounds that the confidentiality 
commitment applies only to the information submitted by the individual 
companies and not to their names.
□  Robert Half, president of Robert Half Personnel Agencies, Inc., estimates that  
the companies would need 6,500 accountants, at an annual cost of $85 million, 
in order to comply with the program.
SEC Position on 
Investment 
Company Audit 
Guide
ASD Will Expose 
Two Papers
Audit Committees 
a Fixture with 
NYSE Companies
Pending possible revisions to Article 6 of Regulation S-X, the SEC will 
permit financial statements of investment companies prepared in accordance 
with the AICPA’s Audits of Investment Companies to be included in reports 
and registration statements filed with the Commission and in annual reports 
to stockholders. However, the following reporting requirements, which 
differ from those in the audit guide, will continue in effect for financial 
statements included in registration statements:
□  The statement of investments should include the cost of each security.
□  Per share income and capital changes table included in a prospectus is 
still required for the ten-year period, but need not be covered by the 
accountant’s opinion.
□  Instructions to the registration forms will still be followed regarding 
periods for which financial statements are required to be included and 
with respect to the option to furnish certain financial statements in 
Part II of the registration statement.
A memorandum on this will appear in the March Journal of Accountancy 
and copies are available from the accounting standards division.
In a departure from previous practice, the AICPA’s accounting standards 
division will issue exposure drafts for comment on two subjects because of 
the significant public interest in these areas.
A draft of a proposed Statement of Position on presentation and dis­
closure of financial forecasts is being readied for exposure by the end of 
February. A neutral discussion paper prepared by the task force on generally 
accepted accounting principles for small and/or closely-held businesses 
will be considered at the executive committee’s February meeting and 
should be ready for exposure by the end of March.
About 80% of the 1,130 companies that replied to a recent survey by the 
New York Stock Exchange have corporate audit committees, with one 
quarter of them having been appointed for the first time in 1973. The com­
mittees are usually small (about 3 members) and in 84% of the cases are 
composed exclusively of outside directors.
The most common committee functions are to meet periodically with 
the independent auditor to review the scope of the upcoming audit and the 
results (97%); recommend appointment of independent auditors (81%); 
and to meet periodically with internal auditors to review the company’s 
control procedures (75%).
The following are other highlights of the survey, which was a follow-up 
to the exchange’s 1973 “white paper” on financial reporting recommendations:
□  The independent auditor is present at the annual meeting to answer 
shareholders’ questions (87%).
□  The independent auditor is consulted on quarterly reports (87%).
□  Of the 26% of the companies that announced the availability of Form 
10-K in their 1973 annual report, 65% received fewer than 50 requests; 
14% supplied more than 150 copies.
□  Stock market performance data such as stock price range and price 
earnings ratio was included in 20% of the annual reports; 53% of the 
companies were opposed to providing this information.
□  More than two thirds of the companies were opposed to providing a 
variance analysis of how various factors affect year-to-year results in the 
annual report. Of the 15% that included this material, about half 
presented it in narrative form on a consolidated basis.
Accounting 
Profession Prodded 
at SEC Conference
More Research 
Slated for 
Short-Term Debt
International 
Accounting 
Standard Issued
Referring to interim reporting as “the last major disclosure frontier in 
historical reporting,” SEC Chief Accountant John C. Burton warned the 400 
participants in the AICPA’s Conference on Current SEC Developments, 
held earlier this month, that if the Institute’s auditing committee does not 
establish adequate standards and procedures in this area, the Commission 
will try to do so when it issues its final release on interim reporting in late 
spring or early summer.
Mr. Burton said that the SEC would prefer not to do this for “we believe 
auditing standards and procedures are best developed within the accounting 
profession.” He said that the Commission was prompted to issue its interim 
reporting proposal (see January 13 Letter) because such statements have 
an impact similar to that of annual reports in the marketplace. Comments 
on the proposal are due by March 15. The AICPA’s auditing standards 
executive committee currently has a draft statement under consideration.
In outlining the SEC’s plans for 1975, Mr. Burton cited additional areas 
of probable activity. These include inflation accounting, accounting alterna­
tives, forecasting and a series of statements on SEC administrative actions.
SEC Chairman Ray Garrett, Jr., in his talk before the group, said that 
the current economic environment has created a “need for re-examination of 
the traditional accounting approach” and for “ supplemental disclosure to 
reflect the impact of inflation on corporate results.” During a luncheon 
address, Congressman John M oss (D-Cal.) said that questions about the role 
of the independent accountant with respect to clients and society must 
be answered and urged the accounting profession to safeguard the invest­
ing public’s confidence in financial statements and auditors’ judgments. He 
asked support of his securities reform bill (HR 10), formerly HR 5050, 
which “ is designed to increase investor protection by assuring that the SEC 
has sufficient authority to provide for fair and orderly markets.” Marshall 
S. Armstrong, the FASB chairman, discussed the Board’s achievements 
and described recent actions supporting a policy of “mutual nonsurprise” 
in its relations with the SEC.
The Financial Accounting Standards Board has decided to conduct addi­
tional research before taking final action on its proposed statement on the 
classification of short-term obligations expected to be refinanced. The 
research is designed to resolve questions raised about the exposure draft, on 
which comments were due by December 16.
Most of the questions focused on such areas as the criteria for classify­
ing a debt as a short-term obligation, clarification of the term “noncancel- 
able binding agreement” and on appropriate disclosure requirements.
Because of the additional time needed, the final statement will not be 
effective for financial statements for fiscal periods ending on December 31, 
1974, as proposed in the exposure draft.
Disclosure of Accounting Policies, the first accounting standard to be 
recommended for worldwide use, has been issued by the International 
Accounting Standards Committee. Under this pronouncement, multinational 
companies should disclose all significant accounting policies in their 
financial statements, including those related to consolidation, methods of 
accounting for leased property, the basis for asset valuation and reserve 
accounting. Copies of the Statement and a preface which explains the 
purpose and authority of the committee’s pronouncements are available 
from the AICPA. Price is $2 for both, with usual member discounts.
Statement Adopted 
on Estate and 
Gift Tax Reform
The AICPA’s federal tax division has adopted a policy statement on estate
and gift tax reform. The statement deals with the following five categories:
□  Generation skipping transfers — The policy statement recommends that 
certain transfers in trust that skip a generation be taxed. It proposes a 
limited inclusion in the estate of the member of the skipped generation, 
provided that such person had a beneficial interest in the trust.
□  Marital deduction — It is suggested that the 50% marital deduction, as 
currently provided in the Internal Revenue Code, be retained.
□  Transfer of appreciated property at death — After considering alternative 
concepts, the tax division recommends that the present statutory pattern 
be retained. This pattern subjects unrealized appreciation of assets 
passing through a decedent’s estate to estate tax, but not to income tax.
□  Unified transfer tax — While supporting continuance of the tax benefits 
for lifetime transfers, the division believes that current taxation of 
testamentary dispositions is unfair to small and medium-size estates. 
Therefore, it proposes a modified unified transfer tax utilizing the current 
federal estate tax rates.
□  Deferred payment of federal estate tax — A proposal is made that the 
provisions of Section 6161 of the Code be extended to provide more 
relief in instances involving an estate that includes a closely-held busi­
ness with substantial tax liabilities. This Section permits instalment 
payments over a ten-year period of federal estate tax attributable to a 
closely-held business, if certain conditions are met.
More detailed coverage is in the February Journal of Accountancy.
New Washington 
Service Available
For those persons with a particular interest in Washington developments, 
the AICPA has instituted a weekly Washington Report which is available on 
an annual subscription basis; $30 to members, $38 for non-members.
Prepared by the Institute’s Washington office, the new publication will 
highlight Congressional activities and those of the federal agencies as they 
bear upon the accounting profession’s direct or potential interests. The 
Letter will continue to carry Washington items of broad interest to the 
profession as it has in the past, but the new Report is designed to provide 
more timely and extensive coverage of a wider area of activities, including 
those of specialized interest. Orders may be placed through the AICPA’s 
circulation department.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. Second-class postage paid at New York N Y
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036
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ASD Takes 
Position on Revenue 
Recognition
CPE a Condition 
of Settlement 
with SEC
The CPA Letter
A Semimonthly News Report for Members of the AICPA
Revenue Recognition When Right of Return Exists is the title of the AICPA 
accounting standards division’s latest Statement of Position (SOP 75-1) on 
recommendations to the Financial Accounting Standards Board. The recommen­
dations would limit the choice of accounting methods now in use which can 
produce materially different results in the financial statements of manufacturers, 
wholesalers and retailers.
The following are the principal features of the Statement:
□  It applies, broadly speaking, to situations in which the right to return 
personal property exists, whether as a matter of contract or existing practice.
□  If a seller is exposed to the risks of ownership through return of the property, 
the transaction should not be recognized currently as a sale unless all
of certain specified conditions are met. Among these is that the amount of 
future returns can be reasonably predicted. The Statement sets forth 
factors to be considered in determining whether that condition has been met.
□  If the transaction is recognized as a sale, immediate provision should
be made for any costs or losses which may be expected in connection with 
any returns.
Copies of the Statement are available from the accounting standards division.
For the first time, continuing education courses have been made a condition 
of settlement under an SEC Rule 2(e) proceeding. The settlement w as announced 
in Accounting Series Release No. 168.
The Commission had alleged that a New York accounting firm’s opinion 
in a particular case was “materially false and misleading” because the financial 
statements were not prepared in conformity with generally accepted accounting 
principles and did not present fairly the consolidated financial position and 
results of operations.
Without admitting or denying the allegations and solely for the purpose of 
settlement, the firm has agreed to the following conditions, among others:
□  The partner-in-charge of the subject engagement will complete at least 
100 hours of continuing professional education related to public accounting 
or auditing within the next 10 months.
□  For a five-year period each partner in the firm will attend courses or seminars 
on similar subjects for at least 40 hours per year.
□  One or two persons, designated by the AICPA, will be requested to review 
the auditing procedures related to clients filing with the Commission, including 
the application of generally accepted accounting principles, to determine 
whether the firm’s procedures and practices are adequate.
□  Certain restrictions on practice before the SEC will be in effect for 
a ten-month period.
FASB Proposes 
Standard on Extin­
guishment of Debt
AudSEC Approves 
Interpretation on 
Marketable 
Securities. .
The Financial Accounting Standards Board, at the urging of the SEC 
and others, has issued an exposure draft of a Statement which would 
require that gains and losses from extinguishment of debt, whether 
or not an early extinguishment, be classified as extraordinary items 
in company income statements.
The following disclosures would be necessary for the period in which 
an extinguishment of debt is reported in net income:
□  A complete description of the transaction, including the source of 
any funds used to extinguish the debt if it is practicable to 
identify the source.
□  The income tax effects of the transaction in the period of extinguishment.
□  The impact on net income, including per share amounts in the 
period of extinguishment.
The proposed Statement amends APB Opinion No. 30, but only 
with respect to extinguishment of debt. It would be effective upon 
issuance and applied retroactively to all periods presented.
Comments are due by March 10 and copies of the proposed Statement 
are available from the FASB, High Ridge Park, Stamford, Conn. 06905.
An auditing interpretation which was reviewed at the January 22-23 meeting 
of the auditing standards executive committee, discusses the evidential 
matter that an auditor should consider as it relates to classification and the 
carrying amount of marketable securities when market value is below cost.
Among the conclusions set forth in the interpretation are the following:
□  The auditor should evaluate the reasons for the market decline when 
market value of the securities is below cost.
□  The auditor should consider management’s investment objectives, 
among other matters, to determine whether the securities are properly 
classified in the financial statements and should obtain management’s 
representation of intent in the client’s representation letter.
□  Adequacy of disclosure concerning classification should be evaluated 
and the auditor should consider whether the balance sheet classification 
should be supplemented in the notes to the financial statements.
□  Persuasive evidence is needed to retain the cost basis for securities 
classified as a current asset when the market value is lower than cost. 
Generally, such evidence would be limited to substantial recovery 
subsequent to the year end.
□  When the market decline of a security classified as noncurrent is 
attributable to specific adverse conditions for the particular security, 
a write-down in carrying amount is necessary unless persuasive 
evidence supports the carrying amount.
□  For investments with fixed maturity dates, market declines may be 
considered temporary if there is no evidence that the investments will be 
disposed of before they mature or that specific adverse conditions 
affect that security.
□  When available evidence does not support a conclusion of either 
recoverability or nonrecoverability of long-term investments, the auditor 
should qualify his opinion because of the uncertainty of recovery.
Such a qualification, however, is not a substitute for recognition of a loss 
when appropriate.
Copies of the interpretation have been sent to AICPA practice units 
together with those on Lawyers’ Letters (see January 27 Letter) and the 
text will appear in the April Journal of Accountancy. Copies are also 
available from the auditing standards division, upon written request only.
. .  . Exposes Draft 
on Auditor 
Communications . .  .
. . .  and Authorizes 
Exposure of 
Two Proposals
CASB Issues 
Depreciation 
Standard
A proposed Statement on Auditing Standards which provides guidelines for 
communication between predecessor and successor auditors has been 
exposed for comment by the AICPA’s auditing standards executive com­
mittee. If adopted, the new Statement would supersede Section 543.18 
of SAS No. 1.
The proposal describes the information that a successor auditor should 
acquire from the predecessor auditor prior to accepting the engagement and 
other information for which the need and timing of the request is flexible.
At the initiative of the successor, with the potential client’s consent, 
the predecessor auditor should reply promptly and candidly to the 
successor’s reasonable inquiries in such areas as facts that might bear upon 
the integrity of management, disagreements with management on 
accounting principles, auditing procedures and the predecessor auditor’s 
understanding of the reasons for the change in auditors. If the predecessor’s 
response is limited on the advice of counsel, this should be indicated 
and the implications should be considered by the successor auditor in 
deciding whether to accept the engagement. The information received 
by the successor auditor should be held in confidence.
The successor auditor should also request the client to authorize a 
review of the predecessor’s working papers and an understanding should be 
reached between the predecessor and successor auditors as to which 
papers are to be made available for review and those which may be copied. 
Ordinarily, the papers reviewed would be those containing information 
of continuing accounting significance, such as those supporting current 
and noncurrent balance sheet accounts and those related to contingencies.
Comments on the proposed Statement are due by April 1. Copies are 
available from the auditing standards division, upon written request only.
The auditing standards executive committee plans to release for public 
comment at the end of this month exposure drafts on two proposed 
Statements on Auditing Standards.
Other Information in Documents Containing Audited Financial 
Statements and the Auditor’s Report would provide guidelines for the 
auditor’s consideration of such other information the auditor knew was to 
be included in a document with the financial statements and auditor’s 
report, such as in annual reports to shareholders.
Related Party Transactions would describe procedures which should 
be considered by the auditor in identifying related party transactions and in 
satisfying himself as to the accounting for such transactions, including 
financial statement disclosure.
The Cost Accounting Standards Board has issued a standard on the 
depreciation of tangible capital assets. The text appeared in the January 29 
Federal Register, pages 4259-66.
The standard provides, among other things, that records shall be 
developed to support estimates of useful lives. The contractor has two years 
from the beginning of its next fiscal year after receipt of a contract 
covered by cost accounting standards to develop such records, and those 
records will serve as the basis for service lives of capital assets acquired 
thereafter. In the interim, lives used for financial accounting purposes, “if 
not unreasonable,” are to be used. Lives used for new assets as to which the 
contractor has no prior experience shall not be less than the mid-range 
of the asset guideline periods under Rev. Proc. 72-10.
SEC Briefs Resolution of a potential conflict between the SEC disclosure requirements 
for LIFO elections in the year of change and IRS rules restricting any 
discussion of the change to a footnote in the company’s financial statements 
was announced in Accounting Series Release No. 169.
Under the agreement the IRS will not terminate a LIFO election if the 
footnote language on the effect of the change is repeated in management’s 
analysis of operations. Also, the IRS will allow disclosures required by 
APB Opinion No. 28 and FASB Statement No. 3, as well as those in ASR 159, 
and permit the footnote language to be used in press releases and in the 
narrative portion of the annual report. The modified IRS position is set forth 
in Rev. Proc. 75-10 and Rev. Rule 75-50.
Securities sales up to $100,000 a year for certain closely-held companies 
will be exempt from registration under Rule 240 announced in Release 
No. 33-5560. This rule, which has been somewhat modified from the original 
proposal, would apply to those companies that would have 100 or fewer 
shareholders after the sales. The original proposal had an upper limit of 75. 
These companies will still be subject to the SEC’s antifraud rules.
In Release No. 34-11187 the Commission has modified its requirements 
concerning financial statements furnished to customers by broker/dealers. 
Now, under an amendment to Rule 17a-5(n), in lieu of the quarterly reports 
previously required, customers are to receive annually one unaudited 
report of financial condition and certain net capital information as well as an 
audited statement of financial condition.
The Commission has extended the comment period on two of its 
proposals until March 31. They are the proposed Guide to Broker-Dealer 
Compliance, Release No. 11098, and the proposed standards for permitting 
foreign investment companies to register under the Investment Company Act 
of 1940.
A Reminder As mentioned in the January 13 Letter, nonmember subscribers will receive 
their copies by first-class mail. Members who want similar delivery should 
check box below and enclose $3.00 for one year.
—Rod Parnell, Editor
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FASB Issues 
Two R & D 
Interpretations
SEC to Consider 
“Going Private” 
Restrictions...
.. . and Disclosure 
of Social Issues
The CPA Letter
A Semimonthly News Report for Members of the AICPA
The Financial Accounting Standards Board has issued interpretations on the 
applicability of FASB Statement No. 2, Accounting for Research and Development 
Costs, to business combinations accounted for by the purchase method and 
to companies in the development stage.
Interpretation No. 4 on business combinations applies the “alternative future 
use test of Statement No. 2 to assets that are acquired in a purchase business 
combination for use in the R & D activities of the combined enterprise. Therefore, 
amounts assigned to those assets would be charged to expense when the 
combination is consummated unless the asset has an alternative future use.
Interpretation No. 5 requires that R & D costs be charged to expense when 
incurred if a development stage enterprise prepares conventional financial 
statements or if its financial statements are included, either by consolidation or 
by the equity method, in conventional statements. If special statements are 
being issued, Statement No. 2 need not apply.
The effective date for both Interpretations is March 31, 1975. Copies are 
available for 50¢ each from the FASB, High Ridge Park, Stamford, Conn. 06905. 
The texts will appear in the April Journal of Accountancy.
The SEC has announced an investigatory and rulemaking proceeding on “going 
private” transactions in which publicly held companies buy up their shares and 
return to private ownership (Rel. 33-5567).
The purpose of the proceeding is to determine whether it is necessary 
or appropriate for the Commission to adopt one or more alternative proposals 
and/or to recommend further legislation to protect minority shareholders.
Both proposals would require a company considering “ going private” to make 
detailed disclosures on 20 subjects at least 20 days before any transaction 
or stockholder vote. The Commission noted that it has reached no conclusions 
on the proposed rules which are to provide a framework for comments. Comments 
are due by March 15 and a public hearing is to be held some time in April.
The SEC has set a public hearing starting April 14 to receive views on whether 
it should require disclosure of socially significant matters (Rel. 33-5569). This 
action was taken as a result of a court decision that the Commission should 
determine investor needs for such noneconomic information as environmental 
impact of corporate activities and equal employment practices.
The Commission’s release discusses existing requirements and suggests 
eight areas of possible increased disclosure. In addition, it seeks comments 
on other matters of social concern to investors. Persons planning to make oral 
presentations should contact the SEC’s general counsel’s office. Written 
comments will be accepted until May 14.
Conference Board 
issues Employee 
Benefit Study
CASB Sets 
Evaluation 
Conference
With the cost of employee benefits approaching 33 cents of each payroll 
dollar, The Conference Board has just released a study of the “ fringe” 
benefits offered by 1800 companies. Profile of Employee Benefits is based on 
questionnaires answered by companies in ten business categories, ranging 
from small manufacturers with 250 employees to the largest industrials.
It provides a detailed analysis of five basic areas for office, nonoffice and 
managerial employees and indicates trends and directions of future growth.
The following are some of the highlights:
□ Health Insurance — The average company has basic hospital-surgical- 
medical insurance for all employees and their dependents. About 
95°/o have major medical coverage for office employees; 85°/o for non­
office people. Employee protection is noncontributory and, typically, 
the company and employee share the premium for dependents’ coverage. 
Dental expense insurance is provided by 10% of the companies.□ Disability Benefits — Long-term disability insurance is provided for 
managers by 72% of the companies, for office-clerical personnel by 62%, 
and for nonoffice employees by 28%. Noncontributory plans have 
doubled in the last nine years to 50%. Typically, nonoffice employees’ 
short-term disability coverage is provided through accident and 
sickness insurance; office employees’ by salary continuation.
□  Retirement Income — About 87% of the companies have pension plans, 
with 8 out of ten plans being noncontributory. Some 30% report 
deferred profit sharing, indicating that at least 17% offer deferred profit 
sharing in addition to pension plans.□ Death Benefits — Virtually all companies provide group life insurance. 
Approximately two-thirds of the plans provide coverage for retired 
employees, generally at a reduced level. There has been a fourfold 
increase in spouse’s pensions in the last decade to 45% of the plans.
□ Unemployment Pay — Layoff and severance benefits are at about the same 
level as ten years ago. Severance pay plans exist in 56% of the com­
panies and the incidence of supplemental unemployment benefit plans
is below 15%.
□  Time Off With Pay — Time off with pay has increased for all classes of 
employees. Many companies have reduced the requirements for 
three-week and four-week vacations by five years, but these are still 
typically given after 10 and 20 years service. Companies have added 
two paid holidays over the past decade so that nine are now typical.
Copies of the study are available from The Conference Board, 845 Third 
Avenue, New York, N.Y. 10022. Price is $5 for associates and educators,
$25 for nonmembers.
The Cost Accounting Standards Board has announced that an  evaluation 
conference, open to the public, will be held on June 11 at the Hyatt Regency 
O’Hare Hotel adjacent to Chicago’s O’Hare International Airport to review 
the six standards and two regulations which will have been in effect for 
one year at that time.
The purpose is to receive recommendations for revising these pro­
nouncements in terms of improving their effectiveness, facilitating the 
conduct of contract negotiations and facilitating the effectiveness of the 
audit functions.
Persons who wish to make an oral presentation must notify the Board’s 
executive secretary by April 21 and submit 10 copies of the presentation 
by May 26. Other written presentations must be received by June 10 in 
order to be included in the proceedings. The Board’s address is 441 
G Street, NW, Washington, D.C. 20548.
AISG Publishes 
International 
Reporting Study
ASD Exposes 
Forecast Draft
Guide on Unaudited 
Statements Issued
International Financial Reporting, the latest study by the Accountants 
International Study Group, deals with both primary financial statements 
(those for use in the company’s country of domicile) and secondary 
financial statements (those prepared specifically for use in another country).
Among the study’s conclusions are the following:
□  Primary statements should be reported on in relation to accounting 
principles and auditing standards of the country of domicile and the 
auditor should so state in circumstances where the reader might infer 
that the principles and standards followed were those of another country.
□  When secondary financial statements are identical in form to the primary 
statements, the auditor’s opinion should be in accordance with the 
reporting standards of the company’s country of domicile and the auditor 
should so state if they have been translated into a language other than 
that of the country of domicile. If the only difference is that foreign 
currency figures are shown in addition to domestic figures, the auditor 
may have to limit his opinion on the foreign currency figures to the 
accuracy of translation.
□  When secondary statements differ from the primaries in both form and 
substance, the auditor should state that his opinion is based on the 
foreign country’s principles and standards, state that the primary state­
ments accord with the accounting principles of the country of domicile 
and summarize the main differences in principles and the effect on 
net income and/or financial position.
Copies of the study have been sent to members of the Accounting 
Research Association and are available from the AICPA’s order department 
at $3.00 each, with usual member discounts.
An exposure draft of a statement of position on presentation and disclosure 
of financial forecasts has been issued by the AICPA accounting standards 
division. It is intended to provide guidance for those who choose to issue 
financial forecasts and not as an endorsement of such forecasts.
Among the recommendations made in the statement are the following:
□  Forecasts should be presented in the format used for conventional 
financial statements but clearly separated from the historical statements.
□  Items reported in a forecast should be in specific monetary amounts 
representing the single most probable forecast result and supplemented 
by probabilistic statements or ranges.
□  Assumptions management believes crucial to the forecast should be 
disclosed to the users.
Comments are due April 30 and copies are available from the division.
A task force of the AICPA’s auditing standards division has published a 
Guide for Engagement of CPAs to Prepare Unaudited Financial Statements. 
Included are chapters on unaudited financial statements, engagement 
letters, professional care, types of disclaimers for unaudited statements, and 
topics such as comparative financial statements and credit grantors’ forms.
The guide points out that if statements are processed on a computer 
controlled by a CPA, he is deemed to have prepared them and is associated 
with them. However, if the client merely consults with the CPA prior to 
submitting the data to an independent computer service, the CPA is not 
associated with them. If the CPA either prepares the input data or reviews 
it before it goes to the service company, he is then associated with the 
resulting statements.
Price for the guide is $3.00; $2.40 to AICPA members.
Since November 1971 the SEC has required companies that change 
independent auditors to report the change in a Form 8-K in the month the 
change occurs. The company is to explain, in a separate letter, “whether 
in the 18 months preceding [the change] there were any disagreements with 
the former principal accountant on any matter of accounting principles 
or practices, financial statement disclosure, or auditing procedures, which 
disagreements if not resolved to the satisfaction of the former accountant 
would have caused him to make reference in connection with his opinion 
to the subject matter of the disagreement.”
The following is a summary of the types of disagreements reported 
by 58 such companies, as analyzed by the AICPA staff:
Type of D isagreem ent
Recoverability of the cost of some or all assets 
Timing of revenue recognition 
Timing of expense recognition 
Amount to be reported as a liability
Balance sheet or income statement classification of an item 
Necessity for certain auditing procedures 
Miscellaneous or non-specified disagreements
A U.S. District Court judge in New York has denied a request by 12 
corporations for a preliminary injunction to keep the Federal Trade Com­
mission from disclosing the information it receives under its line-of-business 
inquiries (see January 27 Letter). He noted that the companies will have 
10 days in which to apply for relief if the FTC should decide to release 
the information. Also, the judge ruled that a company need not file an 
LOB form if it is judicially contesting the lawfulness of the program.
Attorneys for the 12 companies have filed a motion to certify the case 
as a class action in the effort to halt the program. A separate, but similar, 
suit has been filed by 7 companies in the U.S. District Court for Delaware.
No. of Cos. 
14 
9 
7 
6 
5 
5 
12
Management/Auditor
Disagreements
Cited
SBA to Make 
Loans on Water 
Pollution Controls
The Small Business Administration and the Environmental Protection 
Agency have announced a joint program under which the SBA will make or 
guarantee loans for the installation of water pollution control equipment 
or procedures required by the EPA standards.
Direct loans to small businesses, or guarantees to financial institutions 
making such loans, are available up to $500,000 at 6.5%  interest.
—Rod Parnell, Editor
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AudSEC Issues 
Proposal on 
“Presents Fairly”
FASB Names 
Pension Task Force
The CPA Letter
A Semimonthly News Report Published by the AICPA
The AICPA’s auditing standards executive committee has issued for comment 
a proposed Statement on Auditing Standards that explains the meaning of the 
phrase “presents fairly . . .  in conformity with generally accepted accounting 
principles” in the independent auditor’s report.
The proposed statement concludes that “ the auditor is concerned with the 
overall presentation of financial position, results of operations and changes in 
financial position, but his judgment concerning the ‘fairness’ of that presentation 
is applied within the framework of generally accepted accounting principles.
A judgment of ‘fairness’ using personal criteria, applied separate and apart from 
the judgments made by the auditor using the criteria set forth in paragraph 4, 
would detract from the usefulness of financial statements.”
The criteria included under paragraph 4 are as follows:
□  The principles selected and applied have general acceptance.
□  The principles are appropriate in the circumstances.
□  The financial statements, including the related notes, are informative of 
matters that may affect their use, understanding and interpretation.
□  The financial information is presented, classified and summarized in a 
reasonable manner, that is, neither too detailed nor too condensed.
□  The financial statements reflect the underlying events and transactions in a 
manner that presents the financial position, results of operations and changes
in financial position stated within a range of acceptable limits that are reasonable 
and practicable to attain in financial statements.
The proposed statement also discusses situations in which established 
accounting principles may not exist and where criteria for selection among 
alternative principles for specific circumstances have not been established.
Comments are due by May 1 and copies may be obtained, upon written 
request only, from the auditing standards division.
The Financial Accounting Standards Board has appointed a ten-member task 
force on accounting and reporting for employee welfare and employee pension 
benefit plans that are subject to the reporting requirements of the Employee 
Retirement Income Security Act of 1974. The new group held its first meeting on 
February 25.
Although the overall subject of pension accounting is on the Board’s 
technical agenda, the role of the task force will be to assist the Board in preparing 
a discussion memorandum on the various issues involved in accounting and 
reporting for the plans themselves in keeping with the provisions of the Act. 
The Board will determine later whether it will be necessary to interpret, 
amend or replace existing guidelines for reporting by corporations on the cost of 
pension and other benefit plans.
Donald J. Kirk, a member of the Standards Board, is the task force chairman.
Recent Government 
Actions on 
Pensions
Interim Reporting 
Has High Priority
FTC Seeks 
Additional Product 
Data
The following are recent actions taken by the governmental agencies responsible 
for administering the Employee Retirement Income Security Act:
□  The Department of Labor plans to extend the filing deadline for certain 
reports from April 30, 1975 to August 31, 1975. These reports are the detailed 
plan description (Form EBS-1), participants summary description and the 
alternate compliance method that can be used under certain conditions. Final 
regulations are expected to appear in the Federal Register later this month.
□  Revised Form EBS-1 should be ready by early April. It will be distributed by 
the IRS Office of Employee Plans and Exempt Organizations (OEPEO), headed by 
Alvin D. Lurie. Additional copies will also be available from the Labor 
Department’s regional offices.
□  Forms for application for IRS determination letters for defined benefits, 
defined contributions and multiemployer plans are now being developed by 
the OEPEO. They should be available by early summer.
□  A 15-member Advisory Council on Employee Welfare and Pension Benefit 
Plans has been appointed by the Secretary of Labor. It will advise and make 
recommendations to the Secretary concerning his functions under the Act.
The accounting representative is Arthur J. Helganz, Ernst & Ernst, Detroit.
Consideration of the extent to which auditors should be involved on a current 
basis with the quarterly and other interim reports of their clients is the major 
agenda item for the AICPA’s auditing standards executive committee on 
March 11-14.
Although this subject has been under study for some time, the committee has 
had to reconsider its approach in the light of regulations proposed by the SEC 
in its Release No. 33-5549, dated December 19, 1974. In addition to requiring 
certain specified comparative data in the quarterly Form 10-Q reports, the SEC 
proposes footnote disclosure in the annual financial statements of “ . . . net sales, 
gross profit, income before extraordinary items and cumulative effect of a 
change in accounting, per share data based upon such income, and net income 
for each quarter of the year for the two most recent years for which income 
statements are presented.” Also, “ . . . the auditor must satisfy himself that the 
interim data reported in the note are a reasonable reflection of the trend of 
operations within the year in conformity with generally accepted accounting 
principles.”
Although the proposal alleges that an audit of interim data is not required, 
the committee is deeply concerned about the nature and extent of auditor’s 
responsibilities under these circumstances and plans to reply in detail to the 
Release.
The General Accounting Office has until March 24 to accept or reject a 
controversial survey proposed by the Federal Trade Commission called the 
Corporate Patterns Report. Many of the some 100 comment letters received by the 
GAO take issue with features of the proposal which is a revised version of one 
tested and withdrawn in 1973.
The principal purposes of this new single-time statistical survey are to collect 
data on value of manufacturing shipments by the Standard Industrial Classifi­
cation 5-digit product class, sales in nonmanufacturing by SIC and company 
ownership interests in several areas.
Companies to be surveyed this spring, if the project is approved, will be the 
1,200 companies with the largest domestic manufacturing activities during 1972 
and approximately 75 companies that were among the 1,000 largest in 1950, 
but did not rank among them during 1972.
AcSEC Meeting 
Highlights
Treasury Issues 
Currency Reporting 
Requirements
LOB Reporting 
Update
The AICPA’s accounting standards executive committee took the following 
actions at its meeting on February 18-20:
□  Confirmed that, subject to negative clearance, an exposure draft of a neutral 
discussion paper on the application of generally accepted accounting principles to 
smaller and/or closely-held businesses will be released for comment by March 30.
□  Authorized a letter of comment to the FASB on its exposure draft on 
accounting for the translation of foreign currency. It is expected that the letter 
will recommend, among other things, that fixed redemption instruments held
as investments should be translated at the current rate and that financial state­
ments of prior periods should be restated.
□  Authorized the task force on mortgage bank portfolios to make a study on 
accounting for servicing fees and costs and on loan origination costs.
□  After reviewing certain issues, agreed to discuss a proposed final draft of a 
Statement of Position on REITs at its April meeting.
□  Approved a comment letter to the FASB on its exposure draft on reporting 
gains and losses from extinguishment of debt, which recommends, among other 
things, that the conclusions of APB Opinion No. 26 on the early extinguishment 
of debt should be reconsidered.
□  Authorized the appointment of task forces to prepare letters to the FASB 
concerning the implementation problems of LIFO and of APB Opinion No. 28.
The Treasury has amended its regulations to require nonbanking firms to report 
foreign currency positions on specified forms (FC-3 and FC-4). The amendments 
appear in the February 24 Federal Register.
The reports will provide data on the foreign currency assets and liabilities 
and forward positions of business firms in the U.S., including subsidiaries of 
foreign firms, and of their foreign branches and majority-owned foreign 
partnerships and subsidiaries. Reports will be required of positions in nine 
major foreign currencies and, in the case of reports filed on behalf of foreign 
branches, partnerships and subsidiaries, in U.S. dollars. Similar reporting 
requirements for banks were issued last October.
Initial reports by nonbanking firms on the new forms are to cover the data 
as of the last business day of March 1975.
Court action is speeding up in the controversy between the Federal Trade 
Commission and the companies which are fighting its line-of-business reporting 
program. Of the 345 companies that were instructed to file the LOB questionnaire 
by mid-February, 197 have done so, 129 have declined to file and 19 have been 
granted extensions because they are judicially contesting the program. Here is 
how things stood at the beginning of this month:
□  A federal district court judge in New York has issued an order to the 129 
companies which have neither filed nor obtained extensions to show cause why 
they should not provide the LOB reports. This action starts proceedings to 
determine whether the companies will be ordered to supply this information.
□  A preliminary injunction has been granted by the federal district court in 
Wilmington, Delaware, to prohibit the FTC from taking further action against 
seven companies that petitioned the court. The injunction was granted on the 
grounds that the FTC had violated the Administrative Procedures Act by not 
providing adequate opportunity for the companies to comment on the program 
before it was initiated. The FTC is expected to appeal the ruling.
□  Still pending in the New York district court is a motion by 12 companies to 
certify their suit as a class action. They are contesting the program on the 
constitutional grounds of due process and invasion of privacy.
FASB Issues 
R & D Interpretation
The FASB has issued an interpretation of its Statement on research and 
development costs, which clarifies its applicability to computer software. 
Among the interpretations’ conclusions are the following:
□  Acquisition and development costs of computer software used in selling 
or administrative activities are not R & D costs.
□  Internally developed software costs for R & D activities, or as part of a new 
or improved product or process, or for conceptual formulation or translation 
of knowledge into a marketable software product are R & D costs.
□  Costs incurred in a search or evaluation of product or process alternatives, or 
in design of a pre-production model are R & D costs when incurred.
□  Programming and testing costs, however, are not R & D costs; nor are costs 
incurred to buy or lease software developed by others, unless the software is 
used in R & D activities.
The effective date is for fiscal years starting April 1, 1975. Copies at 50¢ each 
are available from FASB, High Ridge Park, Stamford, Conn. 06905. The text 
will appear in the April Journal of Accountancy.
Ethics Rulings to 
be Reconsidered
The executive committee of the AICPA’s professional ethics division has decided 
to reconsider its 1974 rulings on bank directorships and on past due billings 
(see commentary, February 1975 Journal of Accountancy, pp. 82-84).
In essence, the ruling on past due billings considers fees unpaid for an 
extended period of time to be a direct financial interest in an audit client 
prohibited under Rule of Conduct 101 on independence. The other ruling 
considers service as a bank director incompatible with public practice unless 
none of the member’s clients has significant business dealings with the bank.
The committee plans to expose proposed revisions to state society ethics 
committees for comment before taking final action. In the meantime, these rulings, 
as reported, will not be enforced by the committee. Members should continue 
to be guided in these areas by Rule of Conduct 101 on independence, Rule 301 
on confidential client information, and Rule 504 on incompatible occupations.
“Going Private” 
Reference Guide 
Available
A just published manual, Reference Guide for Issuer Stock Repurchases and 
“ Going P r iv a t e ," contains current and proposed SEC rules, regulations and 
interpretations. Free copies can be obtained from Chas. P. Young — Chicago,
320 South Jefferson St., Chicago, Ill. 60606. Tel. (312) 346-1100. The SEC is 
expected to hold hearings on its proposals (see February 24 Letter) in April.
—Rod Parnell, Editor
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SEC Drops
Publicity
Proposal
Paper Issued 
on GAAP for 
Small Business
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A Semimonthly News Report Published by the AICPA
The SEC announced in Release 33-5572 that it has withdrawn its proposal, issued 
last April, to make public its administrative disciplinary proceedings involving 
professionals practicing before the Commission. Such proceedings, taken 
under the provisions of Rule 2(e) of the SEC’s Rules of Practice, will generally 
continue to remain confidential.
This action follows the objections filed by the American Bar Association 
and the AICPA, among others, which held that even if a lawyer or an accountant 
were found innocent of any wrongdoing under these provisions, the resulting 
publicity could seriously impair his practice.
In making the announcement, however, the Commission said that it believes 
there are circumstances which warrant the institution of public proceedings 
and that the provisions of the existing Rule 2(e)(7) provide it with ample dis­
cretion to institute public disciplinary proceedings when the Commission deems 
it in the public interest to do so. Also, the staff will conduct all disciplinary 
proceedings expeditiously and if the Commission finds that proceedings are being 
delayed unreasonably, it may determine to make them public.
In a related area, the SEC revised its rules (Release 33-5571) to implement 
the requirements of the amendments to the Freedom of Information Act.
As in the past, the Commission will not publicly disclose investigatory records 
if the disclosure would
□  Interfere with enforcement proceedings.
□  Deprive a person of the right to a fair trial or an impartial adjudication.
□  Disclose the identity of a confidential source.
Generally, all evidentiary materials of an investigation will be made available 
after enforcement action is completed or a determination has been made that there 
will be no such action. In some cases, the Commission may withold these records 
on the following grounds:
□  They constitute an unwarranted invasion of personal privacy.
□  They disclose investigatory techniques and procedures.
D They endanger the life or physical safety of law enforcement personnel.
The AICPA’s accounting standards division has issued a discussion paper 
on the applicability of generally accepted accounting principles to small and/or 
closely-held businesses.
The paper takes no position on the issues, but raises the following questions 
as a first step in an intensive study of this subject:
□  Should financial statements for these businesses be prepared and issued 
on the basis of modified accounting and reporting principles?
□  If so, on what basis should different applications be determined?
□  What differences in application would be appropriate?
□  What impact would different applications have on the independent CPA?
Copies of the paper will be sent to all practice units represented in the 
AICPA membership about April 1 and are available from the accounting 
standards division, upon written request. Comments are due by June 30.
Audit Commission 
Issues Interim 
Statement
MAP Committee 
Sponsors 2nd Annual 
Conference Series
The Commission on Auditors’ Responsibilities has issued a progress report that 
identifies the major issues it will examine.
Headed by former SEC Chairman Manuel F. Cohen, the commission was 
formed last October to study the independent auditor’s role, to identify the needs 
and expectations of users of financial statements and to recommend any 
changes necessary to assure that auditors discharge their responsibilities.
In addition to identifying issues, the commission has interviewed individuals 
from various user and other interested groups and has commissioned background 
studies on several issues. It plans to provide opportunities for all interested 
parties to submit their views in writing and at conferences to be scheduled later 
this year. The commission also wishes to be informed of other work, 
underway or proposed, that falls within the scope of its study.
The following are among the 16 major issues that the commission has so 
far identified:
□  The gap between the performance of independent auditors and the needs 
and expectations of users of audited financial statements.
□  The responsibility of the auditor for detecting fraud.
□  The possibility of extending the auditor’s role in reporting on new forms of 
information.
□  The effectiveness of auditing methods and techniques and of the process for 
establishing auditing standards.
□  The nature and extent of the auditor’s responsibilities to various parties 
such as investors, creditors, boards of directors and management.
□  The effect of nonauditing services, such as management services or tax 
practice, on the audit function and the possible need for restrictions.
□  The effect of the present process for litigating claims against auditors and the 
possibility and desirability of changes in that process.
Copies of the commission’s statement may be obtained from D. R. Carmichael  
at the AICPA, and other communications should be directed either to Mr. 
Carmichael or to Manuel F. Cohen, 1666 K Street, N.W., Washington, D.C. 20006.
The 2nd annual series of conferences on the management of an accounting 
practice developed by the MAP Committee will highlight and elaborate topics 
from the just published Management of an Accounting Practice Handbook.
The five two-day conferences on four areas will cover:
□  CPA Partnerships: Formation, Operation and Termination, Dallas, July 9-10; 
Los Angeles, Nov. 6-7 — partnership capital; partners’ compensation and fringe 
benefits; selection, admission and evaluation of partners; and withdrawal, 
retirement, incapacity or death of a partner.
□  Planning and Developing Firm Growth, Denver, Aug. 25-26 — philosophy and 
organization of practice; long range planning; making the firm known; sources
of new clients; expanding the firm’s capabilities; and purchase or merger 
of practices.
□  How to Administer the Personnel Function in the Firm, Boston, Sept. 18-19 — 
organization of the personnel function; recruiting and selecting staff; orientation, 
training, evaluation and motivation of staff; compensation and fringe benefits; 
and general personnel policies.
□  Successful Firm Administration, Arlington, Nov. 20-21 — internal systems 
and controls; billing and collection; new client engagements; review procedures; 
report processing; insurance and legal matters.
The conferences will include lectures, panel discussion, small group 
discussion by participants and question and answer sessions. More information 
can be obtained from the AICPA’s CPE division (212) 575-6229.
AudSEC Issues 
Proposal on 
Related Party 
Transactions . . .
. . .and  on Other 
Information in 
Audited Statements
AICPA Issues 
Small Business 
Tax Statement
Guidance to the auditor on identifying and accounting for related party trans­
actions has been formalized in a proposed statement issued by the AICPA’s 
auditing standards executive committee.
Financial statements should recognize the economic substance of trans­
actions rather than merely their legal form, the statement asserts, and gives 
some examples of transactions that may be indicative of related parties:
□  Borrowing or lending on an interest-free basis or at a rate of interest 
significantly different from current market rates.
□  Selling real estate to a partnership composed of the seller’s principal officers 
or stockholders at a price equal to net book value when it differs significantly 
from appraised value.
□  Exchanging property for similar property in a nonmonetary transaction when 
one of the properties was recently acquired for cash and the other is sold
for cash shortly after the exchange.
□  Making loans to stockholders with no scheduled terms for repayment.
Significant emphasis should be placed on auditing material transactions with 
the parties the accountant knows are related to the reporting entity, the 
statement advises. In addition, it suggests specific audit procedures to be applied 
for determining other evident relationships that may exist.
Also issued for exposure is a proposed Statement on Auditing Standards on other 
information in documents containing audited financial statements.
The draft states that “the auditor has no responsibility to perform any 
procedures to corroborate the other information, but his reading of the other 
information may cause him to believe that there is a material misstatement 
of fact in the information. In those circumstances, he should call the matter to the 
client’s attention.” If the matter is not resolved, the guidelines suggest that 
he may wish to notify the client in writing and consult legal counsel as to 
further appropriate action in the circumstances.
Comments on both drafts are due by May 15th and copies may be obtained, 
upon written request only, from the auditing standards division at the AICPA.
In a statement to the Senate Select Committee on Small Business, the AICPA 
urged consideration be given to ensuring that the stimulus to the economy 
provided by federal tax reforms is spread proportionately among all sizes and 
forms of businesses. Commenting on the President’s January 15th State of 
the Union message, Title II Part I of the House Ways and Means Committee’s 
1974 tax reform package and HR 2166, the AICPA’s division of federal 
taxation made the following suggestions:
□  Increase the investment tax credit permanently, including increases in the 
rate as well as in the types and amount of property which will qualify.
□  Reduce the corporate tax rates, both the regular and surtax rates.
□  Increase the corporate surtax exemption.
□  Increase the additional first-year depreciation allowance.
□  Increase the minimum accumulated earnings credit, allowing businesses to 
retain a larger portion of their earnings in their business.
□  Increase the carryover of initial losses incurred by a new business.
□  Change some rules which would provide additional benefits to new businesses 
such as a deduction for preliminary investigation expenses and organizational 
expenses, and liberalization of the qualification requirements for Section 1244 
stock and the Subchapter S rules.
New Retrieval 
Packages Available
Mead Data Central has introduced new LEXIS and NAARS pricing packages for 
these information retrieval programs. The new LEXIS package features two 
classes of subscriptions, each with a minimum monthly use commitment, but a 
firm that subscribes concurrently to both a LEXIS service and NAARS may 
apply its NAARS usage toward its monthly LEXIS commitment.
Those who subscribe to the new packages before July 1 will receive a special 
off-peak research time rate for either service on the MDC computer. It will 
apply from 7:30 P.M. to midnight and on Saturdays.
LEXIS now includes substantial federal tax and securities libraries. NAARS 
has over 6,000 corporate annual reports for 1972 and 1973 and includes the 
authoritative accounting literature. An additional 4,000 annual reports for 1974 
are being added.
For additional information, contact Hortense Goodman at the AICPA,
(212) 575-6393.
Debt Standard 
Not to be 
Retroactive
When the FASB issues its final statement on extinguishment of debt, it will not 
be retroactive as originally proposed (see February 10 Letter).
Although other modifications will be made to the exposure draft, the 
Board has announced this particular change because some companies have 
postponed release of their calendar-year 1974 statements pending FASB 
action on the draft. When the final statement is issued it will apply to offers or 
commitments to reacquire debt made after March 31, 1975, with retroactive 
application permitted but not required.
Computer
Conference
Nears
About 250 registrants are expected at the AICPA’s 11th Annual Conference on 
Computers and Information Systems to be held May 5-7 at the Marriott Motor 
Hotel in Los Angeles.
In addition to such subjects as the effect of the new privacy legislation on the 
auditor, EDP internal control, and new developments and future trends in data 
communications, parallel sessions will deal with a wide range of topics in the 
various areas of CPA practice.
Registration fee is $120. For information, contact Paul Levine at the AICPA 
(212) 575-6300.
—Rod Parnell, Editor
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FASB Issues 
Standard on 
Extinguishment 
of Debt.. .
. . .  Appoints 
Pension Cost 
Task Force.. .
The CPA Letter
A Semimonthly News Report Published by the AICPA
Gains or losses from extinguishments of debt are to be reported as an 
extraordinary item in corporate income statements, with certain specified excep­
tions, according to Statement No. 4 of the Financial Accounting Standards 
Board, issued on March 24.
As a result of comments on the FA SB’s exposure draft, two modifications 
have been made to the final Statement. The standard will not be retroactive 
and applies to offers or commitments to reacquire debt made subsequent to March 
31 1975, although retroactive application is encouraged. Also, gains or losses 
from cash purchases of debt made to satisfy sinking fund requirements need 
not be reported as an extraordinary item, but must be aggregated and the 
amount identified as a separate item on the income statement.
The Statement requires that gains or losses from the extinguishment of debt 
that are classified as extraordinary items “be described sufficiently to enable 
users of financial statements to evaluate their significance.” If not shown sepa­
rately on the face of the income statement, the following information must 
be disclosed in a single note or adequately cross-referenced if presented in more 
than one note to the financial statements:
□  A description of the extinguishment transactions, including, wherever 
practicable, the source of any funds used to extinguish the debt.
□  The income tax effect in the period of extinguishment.
□  The per share amount of the aggregate gain or loss net of related income tax 
effect.
The text of the Statement will appear in the May Journal of Accountancy 
and the AICPA’s Professional Standards looseleaf service. Copies, at 75¢, are 
available from the FASB, High Ridge Park, Stamford, Conn. 06905.
The FASB has appointed a 13-member task force on accounting for the cost of 
pension plans as part of its study of the overall subject of pension accounting. 
The new group is in addition to a previously announced task force on 
accounting and reporting for employee benefit plans. Donald J. Kirk; a member 
of the Board, is chairman of both task forces and five members of the benefit 
plan task force also serve on the new panel.
The new task force will act as an advisory group to the Board in determining 
what amendments or further interpretations of APB Opinion No. 8 might be 
issued in 1975 without requiring a public hearing. It will also make recommenda­
tions on those accounting and reporting issues which may warrant a discussion 
memorandum and public hearing.
Also, the Board has announced that it has undertaken a comprehensive study 
of the new Tax Reduction Act to determine whether it is necessary to amend 
or interpret existing financial accounting and reporting guidelines, especially 
as they relate to oil depletion allowances and the investment tax credit.
. . .  and Sets 
Hearing on 
Materiality 
Criteria
MAS Forecasting
Guidelines
Issued
FGAA Sets 
Symposium
The FASB will hold a public hearing in New York, starting at 9:30 A.M. on 
October 30, to hear testimony on establishing criteria for determining materiality 
in financial accounting and reporting applicable to the general purpose 
financial statements of profit-oriented enterprises.
As a basis for the hearing a 346-page discussion memorandum is available 
from the Board, without charge. It analyzes the concept of materiality without 
stating conclusions and sets forth basic and implemental issues regarding the 
type of information sought by the Board.
It is expected that the project will lead to a Statement on materiality 
criteria which will result in consistent financial reporting of various types of 
items in varying circumstances.
The AICPA’s management advisory services executive committee has issued 
the third in its series of guidelines. Guidelines for Systems for the Preparation of 
Financial Forecasts provides direction to developers of forecasting systems 
and to preparers of financial forecasts so that due care is exercised in their 
preparation. The following summarizes the ten guidelines:
□  A financial forecasting system should provide a means for management to 
determine what it considers to be the single most probable forecasted result.
□  The system should provide management with the means to prepare financial 
forecasts using the accounting principles that are expected to be used when 
the events and transactions envisioned in the forecast occur.
□  Forecasts should be prepared with appropriate care by qualified personnel.
□  A financial forecasting system should provide for seeking out the best informa­
tion, from whatever source, reasonably available at the time.
□  The information used in preparing a financial forecast should reflect the plans 
of the enterprise.
□  The assumptions utilized in preparing a financial forecast should be 
reasonable and appropriate and should be suitably supported.
□  The financial forecasting system should provide the means to determine the 
relative effect of variations in the major underlying assumptions.
□  A financial forecasting system should provide adequate documentation 
of both the forecast and the forecasting process.
□  A financial forecasting system should include the regular comparison of the 
forecast with attained results.
□  The preparation of a financial forecast should include adequate review 
and approval by management at the appropriate levels.
Copies are available from the AICPA order department at $2.50, with usual 
member discounts.
The previous booklets in the series dealt with administration of an MAS 
practice and of M AS engagements.
The Federal Government Accountants Association will hold its 25th annual 
symposium on June 16-18 at the Carillon Hotel in Miami Beach, Florida.
The program, designed to appeal to persons in business, industry and 
academic fields as well as those in government accounting, will feature intensive 
conferences and workshops on a wide variety of financial topics. Among 
these are government/industry relations, cost accounting standards, impact of 
inflation on government programs, audit of revenue sharing and GAO audit 
standards. An optional two-day seminar on operational auditing will follow the 
symposium. The fee is $100.
Registration for the symposium is $125 for FGAA members; $150 for 
others. Contact FGAA, 727 South 23rd St., Arlington, Va. for further information.
Accountant Supply 
and Demand 
Study Issued
GAO Clears FTC 
Corporate Surveys
By next year, both the supply of accounting graduates and the needs of public 
accounting firms will have nearly doubled since 1971. Although this year’s 
hirings by accounting firms are at about the same level as those of a year ago, 
the firms apparently expect a substantial turnaround in the economy, 
starting next year.
These are two of the major conclusions to be drawn from the just-published 
fifth annual Supply and Demand Study of Accounting Graduates made by 
the AICPA. The survey covers schools that represent about 85% of the accounting 
graduates and firms with an estimated 90°/o of the public accounting demand.
The following are some other conclusions:
□  There is a pronounced increase in the projected number of persons expected 
to receive degrees with an accounting concentration from the public 
universities as contrasted with private colleges and universities.
□  The projected supply is somewhat higher than predicted last year and the 
demand will be a little lower than previously anticipated, rising gradually
to the same ratio in 1978-79 as existed in 1973-74 (36%).
□  Although the total demand in 1973-74 was as predicted, there was a 3% 
increase in demand for bachelor degree holders and 7% less for those with the 
master’s degree.
Free copies of the complete study are available from the Institute’s division 
on relations with educators (212) 575-6357.
The following table gives the relationship between total supply and demand 
by public accounting firms for selected years:
Accounting Supply and Demand Relationship
Bachelor’s Degree Master’s Degree Total Total Ratio
Year Supply Demand Supply Demand Supply Demand (%)
1970-71 20,800 5,300 1,900 1,600 22,700 6,900 30
1973-74 31,400 10,000 3,400 2,600 34,800 12,600 36
1974-75 35,100 9,800 4,200 2,800 39,300 12,600 32
1975-76 38,200 11,000 5,000 3,300 43,200 14,300 33
1976-77 40,400 12,000 5,600 3,600 46,000 15,600 34
1977-78 41,900 13,000 6,300 4,000 48,200 17,000 35
1978-79 43,400 14,000 7,100 4,300 50,500 18,300 36
The General Accounting Office has cleared the questionnaire for the Federal 
Trade Commission’s proposed Corporate Patterns Report (see March 10 Letter). 
This survey, expected to get underway this spring, involves collecting 1972 
data from the 1,200 largest domestic manufacturing companies on value of 
shipments by manufacturing product class, sales in nonmanufacturing 
activities, company sales and assets, and characteristics of joint ventures and 
minority-interest companies in which the parent companies have ownership 
interests.
In its clearance letter, the GAO said the FTC should have resolved a number 
of important issues with the business community before submitting its survey 
form and questioned the use of the Standard Industrial Classification code 
as being “deficient” as a basis for this type of reporting, as well as for the still 
contested Line-of-Business Report.
Also, in connection with the congressionally mandated study of the energy 
industry, the GAO approved two other FTC forms: one to be sent to the 
60 largest natural gas producers; the other to some 100 coal companies regarding 
information on reserves.
For the first time, the AICPA’s continuing professional education division is 
co-sponsoring a course with an organization outside of the profession. A group 
of CPA practitioners has worked with the faculty of the Wharton School of the 
University of Pennsylvania on a two-week management development course for 
partners of accounting firms. It will be held June 15-27.
The program is designed to develop a better understanding of client 
management problems and to provide a basis for improving services to clients by 
exposing the participants to recent developments in the fields of business 
related to accounting. Among the areas to be covered are corporate planning, 
managing markets, managing money, reacting to the business environment, 
managing the human element, and discussion of professional issues.
For further information, contact Robert Schlosser, the Institute’s CPE 
director, (212) 575-6242.
Justice Suggests 
Ways to Protect 
Securities
The Justice Department has issued a comprehensive set of suggestions to help 
financial institutions improve the protection of marketable securities.
The suggestions cover use of centralized depositories and book entry 
systems; on-premises physical security; procedures for theft or loss of marketable 
securities; dealing with customers who are not financial institutions and 
includes tips for detecting worthless or spurious securities.
Copies are available from the Office of Public Information, Department of 
Justice, Washington, D.C. 20530.
AICPA Officer
Nominees
Announced
At its March 18-19 meeting the AICPA’s committee on nominations reaffirmed 
the nomination of Ivan O. Bull of Iowa as Chairman of the Board of Directors 
for 1975-76 and nominated Michael N. Chetkovich of New York as Vice Chairman.
The following were nominated as Vice Presidents of the Institute: James 
M. Arnett, West Virginia; Robert Bernstein, District of Columbia; Don J. Summa, 
New York. John W. Zick, New York, was nominated as Treasurer.
If elected by the Council at its fall meeting, all will serve from the annual 
meeting of 1975 until the 1976 annual meeting or until their successors shall be 
elected. The complete report of the committee, including nominations for 
Directors and Council Members will appear in the members’ section of the May 
Journal of Accountancy.
—Rod Parnell, Editor
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FASB Issues 
Statement on 
Accounting for 
Contingencies
ICC Proposes More 
Disclosure
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board, in its Statement No. 5, has 
established criteria for the accrual and disclosure of loss contingencies.
The Statement specifies two conditions, both of which must be met before 
an estimated loss from a loss contingency is charged to income. First, it must 
be probable that an asset had been impaired or a liability incurred at the date of 
a company’s financial statements. Implicit in this condition is that it must be 
probable that a future event confirming the fact of the loss will occur. The second 
condition is that the amount of the loss can be reasonably estimated.
When a loss contingency does not qualify for accrual, disclosure is required 
when there is a reasonable possibility that a loss may have been incurred.
The disclosure shall indicate the nature of the contingency and give an estimate 
of the possible loss, or range of loss, or state that an estimate cannot be made.
Losses from uncollectible receivables and obligations related to product 
warranties and product defects would normally meet the conditions for 
accrual at the time a sale is made. Accrual for loss or damage of a company’s 
property, for loss from injury to others, for damage to the property of others 
and for business interruption losses would not be appropriate until the loss has 
actually taken place. Accruals for losses from such matters as expropriation, 
litigation, claims and assessm ents would depend on the facts in each case.
Catastrophe reserves by property and casualty companies and by reinsurance 
companies would be prohibited because such losses, under the new criteria, 
would not be accruable until the catastrophe had occurred.
The Statement is substantially the same as the exposure draft which was 
released last October except for the following:
□  It is effective for fiscal years beginning on or after July 1, 1975 (previously 
proposed as January 1, 1975), with earlier application encouraged.
□  Changes in accounting principles resulting from the Statement’s application 
should not be made retroactively as originally proposed; instead a one-time 
adjustment to earnings should be made at the time the provisions of the 
Statement are adopted.
The Statement will appear in the June Journal of Accountancy, but without 
Appendices B and C on the background and rationale. Copies are available 
from the FASB, High Ridge Park, Stamford, Conn. 06905 at 75¢ each.
The Interstate Commerce Commission has issued proposed regulations 
(Notice No. 3641) to require increased public disclosure of ownership and control 
of corporations under its jurisdiction. It proposes to revise the annual reports 
for certain carriers in four areas: corporate structure, stock ownership, 
interlocking corporate relationships and debt holdings.
Comments are due by May 5 and copies of the proposod regulations may be 
obtained from the Commission, 12th and Constitution Avenue N.W., 
Washington, D.C. 20423.
SEC Modifies 
Interim Reporting 
Proposal
AICPA Proposes 
Standards for 
Voluntary Interim 
Review
The SEC, in Release No. 33-5579, has modified its proposals on disclosure of 
interim financial results as originally proposed in Release No. 33-5549 (see 
January 13 Letter) and has set a public hearing on this subject for June 2-18.
The revised proposals include the following:
□  Permits the footnote to the annual statements which includes the quarterly 
data to be labeled “unaudited.”
□  Specifies the limited review procedures to be followed by the independent 
auditors when they are associated with the unaudited note.
□  Permits (but not requires) the independent accountant to be associated with 
10-Q data when certain specified review procedures are performed.
□  Permits registrants to use Form S-7 when the independent accountant has 
been associated with the three most recently filed 10-Qs.
□  Requires the registrant’s chief financial officer to sign the 10-Q form.
The specified review procedures for timely involvement of the auditor are 
substantively the same as those proposed by the AICPA in a draft Statement 
on Auditing Standards (see following story), but the public reporting require­
ments when there is timely auditor involvement are contrary to the draft.
Among the points made in the AICPA’s response to the original SEC 
proposals which are not met in the revisions are the following:
O  The requirement that financial statements included in Form 10-Q be in general 
accordance with Regulation S-X could materially affect the preparation 
costs of the form and affect the timeliness of interim reporting.
D The proposal that the auditor make a judgment, based on personal criteria, 
that a newly adopted accounting principle is preferable is an improper one.
□  The reporting of quarterly financial data in notes to annual financial 
statements is not in keeping with the purpose of these statements and are not 
necessary for fair presentation of annual financial statements in 
conformity with generally accepted accounting principles.
□  Adoption of any requirement for mandatory involvement of the independent 
accountant with interim data should be withheld pending experience
with the type of voluntary review envisioned by the AICPA.
The auditing standards executive committee has approved extended exposure 
of a proposed Statement on Auditing Standards for limited review of interim 
financial information. Comments are due by August 1.
The draft Statement describes the nature, timing and extent of procedures 
that the independent CPA should apply when engaged to make a limited 
review of interim financial information prior to its issuance and provides guid­
ance on the accountant’s report. Under the proposal, such a voluntary limited 
review would include the following procedures, among others:
□  Inquiry into a company’s accounting system to determine how transactions 
are recorded, classified and summarized for interim reporting purposes.
□  Analytical review of pertinent data to identify any items that appear to be 
unusual. This would be done through a systematic comparison of current 
financial information with prior periods and with the anticipated current 
annual period.
After investigating any questions raised in the review, the accountant would 
issue a report to the board of directors which describes the results of the 
review solely for the information of the board and management and disclaims 
an opinion on the reviewed data. The report would not be made public.
Copies of the draft may be obtained from the AICPA’s auditing standards 
division, upon written request only.
Seminar Held 
on Interims
Public Views on 
the Accounting 
Profession
The heads of two major accounting firms and a corporate executive were featured 
at a seminar on Auditor Involvement in Quarterly Reports presented by 
New York University’s Vincent C. Ross Institute of Accounting Research on 
April 14.
AICPA Chairman Philip L. Defliese, whose firm, Coopers and Lybrand had 
proposed public reporting on limited reviews of interim reports last fall, 
said that the AICPA proposal was a step forward in meeting professional 
responsibilities. However, he regards the proposed program as transitional 
because the accounting profession has to develop the concept of the continuous 
audit.
Harvey E. Kapnick, who opposes any mandatory auditor involvement in 
interim reports, reminded the audience that his firm, Arthur Andersen & Co., has 
opposed public references to “negative assurances” by independent 
accountants based on limited reviews of unaudited interim financial statements. 
His firm will support the AICPA proposal, he said, because the voluntary 
limited review report goes only to the board of directors, not stockholders who 
may fail to understand the limitations. Mr. Kapnick said that companies 
should decide the criteria for interim reporting and that most deficiencies in 
quarterly reports are due to bad application of accounting principles, which 
he thinks is the area to which the profession should address itself.
The controller of the Monsanto Company, Richard O’Sullivan, who is a 
member of the corporate reporting committee of the Financial Executives 
Institute, agreed that interim reporting is gradually going to be expanded, but 
said that corporations will not be stampeded into it. According to Mr. O’Sullivan, 
the SEC proposal would increase costs but not benefits and that any auditor 
involvement in quarterly reports should be limited to informal prior consultation 
on the application of accounting principles. Any formal continuous or interim 
involvement would threaten the CPA’s objectivity in terms of the annual audit, 
Mr. O’Sullivan said.
Ethical and moral practices of CPAs are the highest of seven occupational 
groups generally identified with business and financial affairs. Yet, possible loss 
of credibility is the accounting profession’s biggest problem. This is a basic 
conclusion of a survey conducted by the Opinion Research Corporation for Arthur 
Andersen & Co. It was based on interviews with a nationwide sample of 404 
individual stockholders and 457 representatives of other key publics.
According to the survey, the following are the major issues with which 
the profession should be concerned:
□  Make financial reporting more meaningful by reducing the number of 
accounting alternatives available.
□  Adopt new procedures to allow for the impact of inflation and a clear 
reflection of the financial status of multinational companies.
□  Maintain the auditor’s independence in relationships with audit clients.
□  Achieve greater unity of purpose within the profession and viable self­
regulation through an energetic Financial Accounting Standards Board.
□  Acknowledge that failure to accept responsibility for legitimate oversight in 
the detection of fraud will undermine the profession and the corporate 
reporting process.
□  Promote greater understanding of the scope and importance of the 
accountants’ responsibilities.
Free copies of the 300-page report, Public Accounting in Transition, are avail­
able from Arthur Andersen & Co., 69 West Washington St., Chicago, Ill. 60602.
More on LOB Here are recent developments in the continuing controversy over the Federal
Trade Commission’s line-of-business reporting program.
The FTC will hold a public hearing May 20 on its proposed LOB form for the 
1974 reporting year. Comments are due by May 16 and those wishing to testify 
should advise the Commission by May 9. Copies of the materials are available 
from the FTC, Washington, D.C. 20580. Tel. (202) 963-3521.
Representatives Jack Edwards (R-Ala.) and Robert Sikes (D-Fla.) have 
introduced a bill (HR 5319) to prohibit the FTC from requiring LOB reports. It has 
been referred to the House Commerce Committee.
The Conference Board has published a 110-page report on a series of papers 
on various LOB problems. The following are two of the findings:
□  Because of the differences between the design of a company’s accounting 
system and that of a standardized industry category system, results will not 
be meaningful when aggregated with figures for other companies.
□  The extension of the FTC’s data allocations, based on the Standard Industrial 
Classification, to a wider body of data than that for which the SIC system 
is intended, can be misleading.
Copies of the report can be obtained from The Conference Board, Inc.,
845 Third Ave., New York, N.Y. 10022. Price is $25 ($5 to Board Associates 
and educators).
The Cost Accounting Standards Board has announced that July 1 ,  1975 will be the 
effective date for two previously issued standards. They are Accounting 
for the Costs of Compensated Personal Absence (see October 14, 1974 Letter) 
and Depreciation of Tangible Capital Assets (see December 10, 1974 Letter).
Although the time has expired for a Congressional resolution to set the 
standard aside, Senate hearings on the depreciation standard were held on 
April 14 and a House Banking Subcommittee will hold hearings about May 1, 
prompted by a protest from the National Security Industrial Association.
Revisions to disclosure statement requirements have been proposed, with 
comments due by June 6. The proposal will require such statements from 
prime contractors with more than $10 million in contracts for 1974 and 1975.
It also revises procedures and clarifies the annual sales data requirement.
Federal procurement regulations have been revised to obtain more data on 
contractor non-compliance with cost accounting standards in civilian agency 
annual reports to the CASB.
—Rod Parnell, Editor
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The Financial Accounting Standards Board has issued for public comment a 
draft of a proposed Statement that would require interperiod income tax alloca­
tion with respect to intangible drilling and development costs and some 
other costs associated with oil and gas properties.
The Board noted that the reason for its proposed action is that the Tax 
Reduction Act of 1975 substantially reduced percentage depletion for many 
enterprises and may have eliminated it completely for some, effective 
January 1, 1975.
The proposed Statement would require an oil or gas producing company that 
has not allocated income taxes related to intangible drilling and development 
costs and other associated costs to record, as of January 1, 1975, the cumulative 
amount of income tax effects related to those costs that are unamortized 
as of that date for financial accounting purposes but that have been previously 
deducted for income tax purposes. This cumulative amount would be recorded 
in the annual and quarterly period that includes January 1 ,  1975 as a one-time 
charge to earnings and would be displayed in the income statement like an 
extraordinary item. If the annual financial statements have already been 
issued, the amount would be recorded as of the beginning of the next fiscal year.
Disclosure of the net amount of income tax effects that would have been 
deferred in individual prior fiscal years would be permitted, but not required, 
either on the face of the income statement or in a note. That disclosure would not 
include amounts for additional taxes that would have been paid had percentage 
depletion not existed in those prior years.
Deferred income tax effects computed as of January 1, 1975 and thereafter 
could be reduced, at the company’s election, by the income tax effect of the 
excess of estimated percentage depletion allowable as an income tax deduction 
after December 31, 1974, over the amount of cost depletion otherwise 
allowable as a tax deduction after that date.
The proposed FASB Statement would amend APB Opinion No. 11, 
Accounting for Income Taxes, and the amendments to it in APB Opinion No. 23, 
Accounting for Income Taxes—Special Areas. If adopted, the FASB Statement 
will be effective on issuance.
The deadline for comments is June 6 and copies of the exposure draft are 
available from the FASB, High Ridge Park, Stamford, Conn. 06905.
AICPA members in public practice now have an opportunity to exchange 
information on the development and availability of computerized accounting 
systems through a directory, Computer Systems Exchange, just published by 
the Institute.
The directory lists and describes 380 computer systems in 52 industries, 
cataloged by the Standard Industrial Classification, and includes 140 systems 
now being used for in-house application by the contributors.
Because of ethical considerations, distribution of the directory is limited to 
AICPA members in public practice. Price is $10.
SEC Seeks 
Forecast Data 
Given Others
Accounting 
Practices in 30 
Countries
Tax Guide 
Published
Companies that make public profit forecast data will have to report this 
information to the Securities and Exchange Commission under a proposal 
contained in SEC Release No. 33-5581.
This release represents the Commission’s first step in implementing the 
Statement by the Commission on the Disclosure of Projections of Future 
Economic Performance, issued in February 1973.
In issuing its new proposals, the SEC stated that it does not intend to require 
registrants to publicly disclose their projections, but rather to integrate public 
projections into the disclosure system of the federal securities laws. The term 
‘‘projection” is defined and the proposed rules would provide for filing a 
report on Form 8-K when a registrant has furnished a projection to any person, 
with certain exceptions including private financing, preliminary negotiations 
with underwriters, business combinations and government agencies which have 
afforded non-public treatment to the projections. A report on Form 8-K would 
also be required when the registrant has reason to believe that its public pro­
jections no longer have a reasonable basis or the registrant has decided to 
discontinue projections.
Other proposed amendments cover reporting of previously filed projections, 
the provision of a “ safe harbor” concerning untrue or misleading statements 
and the inclusion in the registrant’s annual report of projection information 
contained in the Form 10-K.
Under the proposal, a company would have to report the forecast information 
to the Commission within 10 days of making the projection and disclose 
the following:
□  The circumstances in which the projection was furnished, including the 
date it was furnished and the manner in which it was communicated.
□  The time period covered by the projection and the assumptions behind it, 
together with a statement that “ there can be no assurance that the projection 
will be achieved since its ultimate achievement is dependent upon the 
occurrence of the specified assumptions.”
Deadline for comments on the proposals is June 30, 1975.
Descriptions of the accounting profession, auditing and reporting standards, 
accounting principles and, in some cases, illustrative financial statements of 30 
countries are contained in the updated and expanded version of the AICPA’s 
1964 Professional Accounting in 25 Countries. The five additional countries 
covered in Professional Accounting in 30 Countries are Israel, Lebanon,
Norway, Panama and Spain. The new edition includes sections on the forms of 
business organization and requirements for stock exchange listing and securities 
offerings. Each country’s coverage contains a detailed comparison of its 
accounting practices with those of the United States. The 792-page work was 
assembled and reviewed by the firms of members of the AICPA international 
practice executive committee. List price is $30; $24 for AICPA members.
The latest edition of the AICPA’s annual tax guide, Working with the Revenue 
Code—1975, is now available. The new editor—who was incorrectly identified 
in a recent promotional brochure—is Dominic A. Tarantino.
The updated book discusses difficult provisions of the Code, treats with 
troublesome tax situations and provides advice on IRS procedures. The material 
on a wide range of current tax problems is drawn from recent Tax Clinic 
columns of The Tax Adviser. Price $7.50; $6.00 to AICPA members.
AICPA Comments 
on Depreciation 
Standard...
. . .  and on Social 
Disclosure
New Practice Aid 
Available
The AICPA’s subcommittee on liaison with the Cost Accounting Standards Board 
has submitted written testimony to the House and Senate subcommittees 
that have been holding hearings on the CASB Standard, Depreciation of Tangible 
Capital A ssets, which is due to take effect July 1, 1975 (See April 28 Letter).
The subcommittee agreed with the principle in the Standard that the method 
of depreciation should “reflect the pattern of consumption of services over 
the life of the asset” and that an appropriate accounting standard “ should provide 
for the unbiased reporting of facts and estimates as best they can be determined.” 
Concern was expressed, however, that, depending on how the Standard is 
interpreted and applied, these objectives might not be achieved in practice. These 
concerns are as follows:
□  Past history of service lives receives too much attention.
□  Undue reliance should not be placed on IRS guideline lives, which have not 
been updated for recent technological developments.
□  Although most contractors should already be maintaining the type of record 
needed to support service life determinations, the recordkeeping require­
ments should not be imposed in an arbitrary manner, particularly for smaller 
contractors whose records are apt to be less formal.
□  Inflationary effects on gains on capital assets are not dealt with adequately 
although the subcommittee noted that the broad problem of inflation will 
have to be dealt with in another standard.
The CASB staff has indicated that it is participating in the development of 
implementation guidelines and that the concerns of the AICPA’s subcommittee 
on recordkeeping will be given consideration in that work.
The SEC and corporations should be encouraged to develop techniques for 
gathering and reporting information about the social impact of business on 
employees, consumers and the general public. However, such disclosures 
should be permitted, but not required, in sections of reports not covered by 
the auditor’s opinion.
This was the gist of the testimony by a special AICPA task force on May 8 
at SEC hearings called to consider the extent to which corporations should 
be required to report on environmental impacts, employment conditions and 
other social consequences of their operations. It noted, however, that considerable 
information is available on business performance in areas such as pollution 
and employment practices as a result of government requirements. This 
information could be made public in condensed form, according to the task force.
The task force’s comments were directed to the areas of measurement, 
presentation and attestation rather than to the broad issues of social policy. 
Copies are available from the AICPA’s accounting standards division.
Technical Practice Aids is a new AICPA looseleaf service on how to deal with 
specific accounting and auditing problems in conformance with currently 
effective standards and procedures.
Initially, the service includes 500 timely inquiries handled by the AICPA’s 
Technical Information Service, organized by subject with a complete topical 
index. It also includes Statements of Position issued by the accounting standards 
division. Subscribers will receive periodic updates, staff-prepared guides, 
checklists and disclosure manuals.
Discount price to AICPA members is $30, with additional discount for 
subscribers to the Professional Standards service.
Washington Briefs The Senate Small Business Committee has announced that it will conduct an 
in-depth inquiry into the structure of business taxes. According to Chairman 
Gaylord Nelson (D-Wisc.), the purpose of the hearings, expected to start in June, 
will be to develop “equitable and responsive tax laws in behalf of the nation’s 
12 million small businesses and farmers.”
The IRS, in Technical Information Release 1365, proposed certain procedures to 
be used by the Service in processing applications by taxpayers who are 
changing to the full absorption method of inventory costing. It requires that 
certain representations be made for the purpose of determining whether the 
proposed treatment of indirect production costs is inconsistent with generally 
accepted accounting principles.
Comments are due by June 16 on proposed amendments to the Income Tax 
Regulations to conform certain sections to provisions of the pension reform law 
relating to taxation of certain lump sum distributions.
—Rod Parnell, Editor
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The House Committee on Banking, Currency and Housing has announced that it 
will undertake a major review of the nation’s financial institutions and their 
regulation by the federal government, which is expected to lead to legislative 
action. The project, known as the Financial Institutions and the Nation’s 
Economy (FINE) study, will include five areas:
□  Relationship between banks and thrift institutions and what changes may be 
desirable in their borrowing, lending, investment and customer service 
activities.
□  Adequacy of federal regulation as now divided among three government 
agencies for banks alone.
□  Structure and operations of the Federal Reserve System.
□  Operation of U.S. banks abroad, of foreign banks in the U.S. and of the 
 Eurodollar market.
□  Operation of bank holding companies.
The study, on which no hearings have yet been set, will be headed by 
Rep. Fernand J. St. Germain (D-R.I.), chairman of the financial institutions 
subcommittee.
House Committee 
to Study Financial 
Institutions
May 26, 1975
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In a comment letter to the Financial Accounting Standards Board, the AICPA’s 
accounting standards executive committee generally agreed with the thrust of the 
Board’s exposure draft, Accounting for the Translation of Foreign Currency 
Transactions and Foreign Currency Financial Statements (see January 13 Letter). 
It suggested, however, certain clarifications and modifications, among which 
were the following:
□  A clear-cut statement on scope and applicability should be included in the 
Statement. The accounting standards division continues to believe that the 
“transnational” reporting issue should be dealt with in this or a subsequent 
Statement.
□  All fixed redemption instruments, which are expected to be held to maturity, 
have characteristics more similar to receivables than to marketable 
securities — including convertible bonds and sinking fund preferred stock. 
Therefore, since it is impractical to determine when convertible fixed 
redemption instruments will be held to maturity rather than converted, all 
such instruments should be considered to have the characteristics of 
receivables and should, therefore, be translated at the current rate.
□  The financial statements for all periods presented should be restated for 
changes in accounting principles made to comply with the requirements of the 
final Statement. Failure to restate will, in the case of reporting enterprises 
with significant foreign operations, result in financial statements which are 
not comparable and which could confuse the reader.
The accounting standards division also forwarded to the FASB a suggestion 
from an AICPA task force that the Board consider exempting investment 
companies from having to distinguish between security gains and losses (realized 
and unrealized), and foreign exchange gains and losses on securities as outlined 
in paragraph 20 of the proposed Statement.
The New York University School of Law has established a Securities Institute 
“to better integrate the study of legal, accounting, economic and financial aspects 
of the field of securities regulation and the securities markets.”
To help in the development of various programs to be offered by the Institute, 
which will include seminar courses on securities regulation and the continuation 
of forums that were conducted last year, an advisory board has been appointed 
to assist Homer Kripke, the director of the Securities Institute and NYU 
professor of law. In addition to SEC Commissioners A. A. Sommer, Jr. and Irving 
M. Pollack and other members of the business and financial community, the 
Board includes five practicing CPAs. They are Henry Hill, Price Waterhouse & 
Co.; Kenneth Johnson, Coopers & Lybrand; Louis Vernick, Seidman & Seidman; 
and Arthur Dixon, Oppenheim, Appel, Dixon & Co.
For further information, contact Professor Kripke, Vanderbilt Hall,
40 Washington Square South, New York, N.Y. 10003.
AudSEC
Considering
Several
Statements
Two International 
Conferences Set
Government 
Representatives 
Brief Tax Meeting
The AICPA’s auditing standards executive committee reviewed drafts of three 
proposed Statements on Auditing Standards at its May meeting and instructed the 
appropriate task forces to revise them in keeping with suggestions made at the 
meeting. The revised drafts will be submitted to the committee at its July 
meeting for possible approval to expose the proposals for public comment. The 
following are the areas under consideration:
□  Using the work of nonaccounting specialists.
□  Using the work of internal auditors.
□  A revision to Section 620 of SA S No. 1, Special Reports, dealing with circum­
stances where the wording of the standard auditor’s report is inappropriate 
and other types of reports should be used.
Because of the changes being made in the drafts, copies of the proposed 
Statements will not be available until they are approved for exposure.
Among the other matters on the committee’s agenda were the following:
□  Discussion of the concepts that should be incorporated in a draft paper on 
evidential matter to evaluate contingent liabilities in conformance with FASB 
Statement No. 5, Accounting for Contingencies.
□  Discussion of the basic issues regarding the auditor’s responsibility to detect 
errors and irregularities.
□  Consideration of the revised SEC proposals on interim reporting (see April 28 
Letter] in which the Commission requested replies to a series of questions 
on the desirability and nature of the auditor’s involvement and on the costs to 
registrants of these and earlier proposals. The AICPA is expected to testify 
at the public hearing set for June 2-18.
The Hong Kong Society of Accountants will host the Eighth Conference of 
Asian and Pacific Accountants (CAPA) to be held in Hong Kong September 
20-24, 1976. The Conference, which is held every three years, is expected to 
attract some 600 representatives, delegates and members from about 23 account­
ing organizations. For further information, contact Gordon Macwhinnie, Prince’s 
Building, 8/F, Hong Kong.
The 11th International Congress of Accountants will meet in Munich 
October 10-14, 1977. The program will be organized by the German accounting 
profession and will feature plenary and study group sessions on a variety of 
accounting and auditing matters. A brochure describing the preliminary program 
is available from the AICPA’s international practice division.
Government officials described the latest congressional thinking on tax reform 
at the AICPA’s federal taxation spring meeting, held May 19-21 at the Hyatt 
Regency, San Francisco.
Approximately 200 attendees heard a panel discussion on “Taxpayer Privacy 
vs. the Public’s Right to Know.” Related subjects covered by the panel were 
private letter rulings and the apparent successful court actions to make them 
available to the general public.
Senator Floyd K. Haskell (D-Col.), chairman of the Senate finance com­
mittee’s subcommittee on administration of the Internal Revenue Code, later 
addressed these same issues. His subcommittee is presently in the process of 
holding hearings on them. William C. Penick, chairman of the division of federal 
taxation, has requested permission to testify at the hearings in June.
Another featured speaker, Frederick W. Hickman, assistant secretary of the 
treasury for tax policy, outlined for the conference the effects of the U.S. tax 
system on capital formation and capital recovery. Based on these, he described 
the long-range outlook for business and economic growth.
AISG Issues 
Two Studies
Audit Guide on 
Government 
Contractors Issued
The Accountants International Study Group, which undertakes comparative 
accounting studies for Canada, the United Kingdom and the United States, has 
issued the twelfth and thirteenth reports in its continuing series.
Comparative Glossary of Accounting Terms highlights words and phrases in 
general use by accountants in the three nations which have different meanings 
in different countries, or which are used in one country but not another, or where 
another word or phrase is used to convey similar meaning. The study defines 
those differences in meaning or terminology and, where necessary, refers to the 
technical or statutory definition of a term.
Accounting for Goodwill compares the current recommended practices in 
valuing and accounting for goodwill, including “negative goodwill,” and provides 
information on the extent of such practices in the three nations.
The Study Group’s basic conclusions are as follows:
1. Expenditures made which may result in internally developed goodwill should 
be charged to operations when incurred and should not be capitalized and 
recognized on the balance sheet.
2. Purchased goodwill —
□  Goodwill should be defined as being the excess of the purchase price of an 
acquired business over the fair value of that business’ net tangible and 
identifiable intangible assets.
□  Goodwill should be accounted for as an intangible asset which has a limited 
life and should be amortized to income on a systematic basis over its esti­
mated useful life.
□  Business enterprises should be encouraged to amortize all goodwill even 
though it may have arisen in periods prior to the issuance of any pronounce­
ments that require amortization.
□  These conclusions on accounting for goodwill apply equally to all purchased 
goodwill which might arise from the acquisition of the net assets of a business, 
preparation of consolidated financial statements when the purchase method of 
accounting is followed for investments in companies consolidated, or account­
ing for investments by the equity method.
Copies of the studies have been sent to members of the Accounting 
Research Association and are available at $3.00 each; $2.40 to members.
Copies of Audits of Government Contractors, the latest in the AICPA’s Audit
Guide Series, should be available from the Institute’s order department by June 1.
List price is $4.00; $3.20 to members.
The purpose of the guide is to provide a general background for the inde­
pendent auditor who has clients rendering services under either prime or
subcontracts with the U.S. Government. It deals with the following areas:
□  Contract Procurement — Methods of procurement (formal advertising, negoti­
ated procurement); various types of fixed-price and cost contracts; contract 
financing assistance.
□  Accounting and Financial Reporting — Summary of accounting principles and 
practices for revenue and expense recognition; accounting methods followed 
for government contracts; selection and application of appropriate accounting 
methods; financial reporting and disclosure.
□  Contract Terminations —Termination for the convenience of the government 
or for default; financial statement presentation.
□  Renegotiation — Scope and purpose of renegotiation; the renegotiation process; 
accounting and reporting considerations.
□  Auditing Considerations — Contract provisions and regulations; internal 
control; accounts receivable; liabilities; evaluation of contracts in process; 
change orders; defective pricing.
SEC Chief Accountant John C. Burton announced in a recent speech that the 
Commission’s staff is completing work on a proposal to require some disclosure 
by corporations of the impact of inflation on their operations. The proposal is 
expected to be ready for comment before the end of June.
Although some of the details have not been resolved, Mr. Burton said that 
the thrust of the proposed regulations would be to require companies to show the 
replacement costs of their fixed assets and inventories, probably as an unaudited 
footnote to their income statements. A size test may be included in order to 
alleviate problems for smaller companies, since they have fewer resources and 
may need a longer phase-in period, Mr. Burton said.
The Small Business Administration has announced that an additional $66 million 
in direct loan funds for small businesses will be available through the SBA’s 
ten regional offices until June 30. These direct loan funds are available because 
of a sharp drop in the guaranteed loan programs with banks.
The Federal Trade Commission has withdrawn, at least temporarily, its resur­
rected Corporate Patterns Report proposal (see April 14 Letter). This survey 
would have collected sales and ownership data from the nation’s 1,200 largest 
manufacturers for 1972. Meetings will be scheduled with the Office of Manage­
ment and Budget and the Census Bureau which claims that the CPR proposal 
so closely parallels its Census of Manufactures that companies may refuse 
to participate in that census.
The Internal Revenue Service has issued a revised 1975 Corporation Estimated 
Tax Worksheet to reflect the increase in the surtax exemption and the decrease in 
the corporate tax rate under the Tax Reduction Act of 1975. Form 1120-W 
(Rev. April 1975) is now available from IRS offices.
The Department of Labor has revised the postponed filing deadline for Form 
EBS-1, the detailed pension plan description form. The first two pages are due 
by August 31 and the remainder of the report by May 30, 1976. For more 
information call (202) 523-0769.
The Cost Accounting Standards Board has issued a proposed Standard on 
Composition and Measurement of Pension Costs. Comments are due by July 7 
and further information can be obtained by calling (202) 386-5554.
—Rod Parnell, Editor
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The SEC has been holding hearings (June 2-18) on its proposals for disclosure 
of interim financial information based on Releases 33-5549 and 33-5579 (See April 
28 Letter). Also, Release No. 11354, which set the hearing dates, poses eight 
issues that are being considered regarding inclusion of quarterly data in notes to 
annual financial statements and the involvement of independent auditors 
with the data.
In testimony prepared for his scheduled appearance on June 6, AICPA 
President Wallace E. Olson commented on each of the issues in terms of the 
Institute’s previous response and the auditing standards executive com­
mittee’s proposed standards of voluntary limited reviews. The following is a 
summary of the comments on some of the key issues:
□  Quarterly data should not be included in notes to annual financial statements, 
because, among other reasons, information on discrete intervals in the 
annual reporting period is not a function of annual reports and is not necessary 
for fair presentation of annual financial information.
□  As to whether interim data should be audited, reviewed but not audited, 
or unaudited, professional standards require the independent accountant to 
indicate the extent of the examination and responsibility assumed. Standards 
would have to be established to enable the auditor to describe a review 
and the conclusions as to the review. No audit procedures need apply to
data marked as unaudited. If, as recommended, quarterly data are not included 
in the annual statements, the auditor’s responsibility should be no different 
from what it is for other financial information outside the audited financial 
statements.
□  Distribution of an accountant’s report on a limited review of interim financial 
information should be restricted to the entity’s board of directors and 
management, because the public might be misled by the limited scope of the 
review and place undue reliance on the accountant’s report. If a board
of directors seeks outside assistance to oversee management’s responsibility 
to prepare interim reports in conformity with generally accepted accounting 
principles and regulatory requirements, its action should be voluntary.
□  Any rules governing auditing procedures should be set by the accounting 
profession because the independent public accountant has the responsibility 
to determine what steps are needed to meet the profession’s standards.
Mr. Olson also commented on the additional costs to comply with the 
provisions of Release 5549, the retrospective procedures specified in Release 5579, 
and on civil and criminal liability considerations.
The Small Business Administration is planning to change the dollar limitation 
for firms qualified under the “small business set-aside” program from 
$1 million in gross billings to $2 million. The proposed increase is to reflect 
economic changes and the effects of inflation. A formal announcement is 
expected shortly.
AICPA Responds 
to Bank 
Regulators
AY to Review PMM 
Quality Control
Under Public Law 93-495, the regulations and rules issued by the Comptroller of 
the Currency, the Federal Reserve Board and the Federal Deposit Insurance 
Corporation are to be “ substantially similar” to those issued by the SEC under 
certain specified sections of the 1934 Act.
In March 1975, each of the three bank regulatory agencies issued proposed 
rules to conform to this legislation, and the AICPA appointed a special task 
force to comment on these proposals. Among the recommendations filed with 
the agencies by the task force are the following:
□  Coordination among the bank agencies — One uniform set of rules that can be 
applied to all banks for all reporting required by the 1934 SEC Act should
be created by all three agencies, and any deviation should be clearly stated 
and the reason given. A number of inconsistencies and omissions were 
noted by the task force in the proposals of the different agencies.
□  Certification of financial statements — The proposed rules of all three agencies 
continue the existing policy of optional independent audits of bank 
financial statements. The task force believes that bank audits by independent 
accountants would support the objectives and work of the bank regulatory 
agencies and internal auditors and that the benefits to all parties concerned, 
including investors, would have significant value despite the additional 
cost. The agencies could specify standards for independent certification and 
thereby complement their examination activity.
□  Uniformity of definitions — Some differences in definitions were evident in the 
proposals of the different agencies, and the AICPA group recommends
that the three agencies incorporate the SEC definitions unless there is a 
clear-cut need for modification.
□  Bank financial statements — The task force did not comment on the forms for 
bank financial statements because they are now being revised, but it did 
suggest that such forms be uniform among the three agencies.
□  Line-of-business or class-of-services data — The FDIC calls for LOB or COS 
data in its proposals but the Federal Reserve and the Comptroller do not.
In addition to suggesting a uniform approach, the task force favors the concept 
that banks are involved in one line of business, but recommends that no 
regulations be issued in this area until the FASB has adopted a standard on 
segmental reporting, which is currently under consideration.
□  Management's Analysis — The bank regulatory agencies should adopt a guide 
similar to the SEC ’s Guide I, Summary of Operations, which requires a 
“Management’s Discussion and Analysis of the Summary of Earnings.” Only 
the FDIC included this in its proposals.
Peat, Marwick, Mitchell & Co. has retained Arthur Young & Co. to review and 
report on the quality control procedures of its audit practice. Upon completion of 
the review, which is expected in mid October, AY will issue a short-form 
report that will be available to PMM’s staff and clients.
PMM had originally volunteered for the AICPA’s multi-office peer review 
program, but withdrew its offer last March when the Institute’s Board of Directors 
upheld the condition that the results of such a review could not be made public.
The basic scope of the study will follow the nine standards described in 
the AICPA’s implementation plan for its multi-office review program. The review 
will include PMM’s standards in hiring, training and promotion as well as a 
review of a sampling of audits to determine compliance with established quality 
control procedures. The review will not encompass the business aspects of 
PMM’s practice, but the firm has announced that AY will have full access to all 
information needed to form an opinion on PMM’s professional practice.
A Reminder on 
NYSE Disclosures
Comments Filed on 
ERISA Reporting 
Provisions
Conn. Sales Tax 
May Affect CPAs
In June 1974, the New York Stock Exchange issued M. F. Educational Circular 
No. 450, which required that certain additional disclosures be included in the 
independent auditor’s report on internal accounting control. The disclosures, 
which were required for all audits pursuant to SEC Rule 17a-5 commencing on 
or after July 15, 1974, relate to Items 8, 9, 10 and 11 of NYSE and SEC rules.
On May 9, 1975, the NYSE issued M. F. Education Circular No. 476 to remind 
member firms and their independent auditors of the additional requirements.
This circular further stipulated that the report on internal accounting control 
should contain specific reference to Items 8, 9,10 and 11 and also include 
appropriate related comments. The circular states: “The comments shall be con­
sidered an integral part of the answer to the financial questionnaire of the 
Exchange. An incomplete filing may subject the member organization to possible 
disciplinary action for non-compliance with Rules 417 and 418.”
The AICPA’s industry audit guide, Audits of Brokers and Dealers in 
Securities, does not provide for the additional requirements in its sample report 
on internal accounting control because the guide was issued in 1973. An inde­
pendent auditor who refers to the supplementary report in the guide should 
amend his report to include the additional disclosures now required by the NYSE, 
according to the AICPA’s auditing standards division.
The AICPA task force on pension funds has submitted to the Department of 
Labor its comments on the reporting and disclosure requirements of the Employee 
Retirement Income Security Act of 1974. The memorandum supports the 
purposes of the act, but expresses concern that the requirements in question 
may not provide the pertinent information in a format capable of meeting 
the goals of the act.
The task force urges that the regulations defining responsibilities under 
various sections of the act be consistent with the AICPA’s Statements on 
Auditing Standards and the provisions of standards to be issued by the Financial 
Accounting Standards Board. The following are the areas covered in the 
task force’s comments:
□  Financial data prepared by banks or similar institutions.
□  Stating reliance on actuaries with respect to actuarial information included 
in plan financial statements.
□  Comparative financial statements.
□  Transactions with parties in interest.
□  Information furnished to participants.
□  Unfunded and insured welfare benefit plans.
Copies of the comment memorandum are available from the AICPA’s 
accounting standards division.
Effective July 1, the Connecticut Sales and Use Tax Act will be extended to cover 
the rendering of certain services for a consideration, some of which could be 
interpreted to include elements of a CPA’s practice. The specific new areas of 
concern that will be covered are as follows:
□  Computer and data processing services, including but not limited to time and 
programming.
□  Business analysis and management services.
The Connecticut Society of CPAs does not believe that it was the intent of 
the legislature to take such precedent-setting action in relation to public 
accounting practice and is seeking clarification through a stated exemption for 
CPAs in the regulations.
AcSEC Approves 
Position on 
REITS
At its May 28-29 meeting, the AICPA’s accounting standards executive committee 
approved a Statement of Position on Accounting Practices of Real Estate 
Investment Trusts, subject to “negative clearance” of a final draft. The main 
recommendations are summarized below:
□  The allowance for losses on loans and foreclosed properties should now be 
determined on the basis of an evaluation of the recoverability of individual 
loans and properties.
□  In the case of a REIT, the principle of providing for all losses when they 
become evident should now include losses related to all holding costs, 
including interest.
□  The net realizable value of the loan at the date of foreclosure becomes the new 
basis of foreclosed property which the REIT elects to hold as a long-term 
investment and increases in market values of such properties should generally 
not be recorded until the time of a later exchange transaction.
□  Recognition of interest revenue should be discontinued when it is not 
reasonable to expect that the revenue will be received. Some conditions which 
should now be regarded as establishing a presumption that the recording
of interest should be discontinued are enumerated in the Statement.
□  Commitment fees should be amortized over the combined commitment and 
loan period.
Copies of this Statement will be available later this month from the AICPA’s 
accounting standards division.
In other actions, the committee authorized two letters to the FASB:
□  One states that the question of appropriate accounting for marketable 
securities carried as current assets subsequent to a write-down to market 
should be resolved immediately. The letter recommends that such 
write-downs be restored to reflect subsequent increases in market value, with 
original cost as the upper limit for carrying value.
□  The other relates to the FASB’s proposed Statement on accounting for income 
taxes of oil and gas producing companies. The letter agrees that interperiod 
tax allocation is now required for intangible drilling and development costs, 
but suggests certain clarifications, particularly the need for an unequivocal 
position on whether the adoption of the Board’s conclusions constitutes
a change in accounting principle.
— Rod Parnell, Editor
The CPA Letter
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FASB Issues 
Statements on 
Short-Term Debt. . .
. . .  and on 
Development 
Stage Enterprises
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board has issued criteria for determining 
when a company can treat as long-term debt the short-term obligations it expects 
to refinance.
Under the provisions of Statement No. 6, Classification of Short-Term 
Obligations Expected to be Refinanced, the Board has ruled that all short-term 
obligations, that is, those that are scheduled to mature in less than one year, must 
be classified as current liabilities unless the company intends to refinance 
them on a long-term basis and can demonstrate its ability to do so.
The Board defines this type of refinancing to mean either (1) replacing the 
short-term obligation with a long-term obligation or with equity securities, 
or (2) renewing, extending or replacing it with other short-term obligations for an 
uninterrupted period of more than one year from the balance sheet date.
The ability to refinance must be demonstrated by either of the following:
□  Issuing a long-term obligation or equity securities to replace the short-term 
obligation after the company’s balance sheet date, but before the balance 
sheet is issued.
□  Entering into an agreement with a bank or other source of capital before the 
balance sheet is issued that will enable the company to refinance the 
short-term obligation when it becomes due.
The Statement is effective December 31, 1975.
Statement No. 7, Accounting and Reporting by Development Stage Enterprises, 
requires these companies to issue financial statements in conformity with the 
generally accepted accounting principles applicable to established operating 
enterprises. Disclosure of additional information is also mandated.
The Statement, which takes effect for fiscal periods beginning on or after 
January 1 ,  1976, calls for the following additional information:
□  The balance sheet must report any cumulative net losses, with a suitably 
descriptive caption, in the stockholders’ equity section.
□  The statements of income and changes in financial position should show 
cumulative amounts from the enterprise’s inception.
□  The statement of stockholders’ equity should disclose, from the enterprise’s 
inception, the date and number of shares for each issuance of equity securities 
issued for cash or other consideration; the dollar amounts per unit assigned 
to the consideration received (including noncash); and the nature and
basis for assigning amounts to noncash considerations for each issue involving 
such considerations.
The Board also announced that it does not plan to deliberate further on 
“ similar costs” which were originally to be considered in conjunction with R & D 
costs and development stage companies. These costs, it said, embrace such a 
variety of activities that certain fundamental accounting issues must be 
resolved before further consideration can be given to them.
Copies of these Statements, at 75¢ each, are available from the FASB,
High Ridge Park, Stamford, Conn. 06905.
New Procedures 
Set for Resolving 
Emerging Problems
ASD Comments on 
Oil and Gas 
Proposals
The Financial Accounting Standards Board is planning to appoint a permanent 
15-member screening committee on emerging practice problems to advise the 
Board on action that should be taken on these issues. The committee will be 
comprised of two FASB members, the Board’s technical director, six members of 
the AICPA’s accounting standards executive committee and six others drawn 
from the advisory council or from accounting and other interested organizations.
A monthly docket of emerging problems will be developed from a 
variety of sources and the committee will advise the Board of its views as follows:
□  The merits of each of the docketed problems and the time frame in which a 
response should be made.
□  The type of response that may be required, such as an interpretation, 
an amendment or a new standard.
□  Whether the nature of the issue is such that it must be handled by the 
FASB or could be handled by AcSEC as an accounting recommendation for 
the guidance of practitioners.
If the Board declines to place the item on its technical agenda, AcSEC may 
decide to prepare an accounting recommendation. In such a case the 
recommendation would be submitted to the FASB before issuance. The Board 
would then make a final decision either to place the item on its agenda or to 
reconfirm its original decision not to consider the issuance of a pronouncement 
at that time. If it is appropriate, the Board will give its opinion that the 
recommendation does not conflict with the existing standards for which it is 
responsible and state that the subject is not presently under consideration by the 
Board.
FASB Chairman Marshall S. Armstrong said that this procedure is based on 
the fact that the Board has the authority to issue all interpretations and 
statements, including amendments to Accounting Research Bulletins, APB 
Opinions and FASB Statements. “We would expect that any pronouncements 
issued by AcSEC in the emerging problem area would be accounting recom­
mendations for the guidance of practitioners in areas where codified generally 
accepted accounting principles do not exist,” he said.
In keeping with this new program, the AICPA has restructured its accounting 
standards division. Henceforth, AcSEC members will be primarily concerned 
with liaison with the FASB and developing recommendations on emerging 
problems. Special task forces, subject only to clearance by the AcSEC chairman, 
will respond to proposals by the FASB, government agencies and other bodies 
that deal with accounting issues.
In a letter of comment to the Financial Accounting Standards Board on its 
proposed Statement on income tax accounting for oil and gas producers (see 
May 12 Letter), the AICPA’s accounting standards division supported the inter­
period tax allocation requirement. However, there was disagreement within the 
division over the provisions for recording the cumulative income tax effect 
related to unamortized costs. Some members favor retroactive restatement of 
the financial statements, but others support a one-time charge adjustment.
The letter also makes the following points:
□  There should be clarification as to whether adoption of the proposal would 
be a change in accounting principle, as defined in APB Opinion No. 20.
□  The paragraphs of the proposal dealing with adjustment of a company’s 
income tax provision should be revised because they are inconsistent among 
themselves and with APB Opinion No. 11.
□  The FASB’s argument against the “gross” method of prospective allocation 
is not persuasive.
Copies of the comment letter are available from the division, upon request.
AcSEC Appoints 
New Task Forces
CASB Studies
Deferred
Compensation
Tax Reform 
Hearings are in 
Process
SEC Proposes 
S-X Amendments
Under the revamped organizational structure reported on the preceding page, the 
chairman of the accounting standards executive committee has appointed the 
following semi-autonomous task forces:
Non-Profit Organizations — The task force will develop recommendations 
on financial accounting and reporting by non-profit organizations (essentially, 
philanthropic groups) which are not covered by the existing AICPA industry 
audit guides on voluntary health and welfare organizations, hospitals, and 
colleges and universities. It is expected that the task force’s conclusions will be 
published as a Statement of Position of the accounting standards division.
The chairman is Malvern J. Gross, Jr.
Real Estate Accounting — Melvin Penner heads this new task force which will 
speak for the accounting standards division on real estate accounting matters.
It is expected that the scope of the task force’s activities will be wide-ranging 
and ongoing.
The Cost Accounting Standards Board staff is conducting a study to determine 
the need for and the feasibility of promulgating a standard for the cost of deferred 
compensation as it relates to defense contractors and subcontractors under 
federal contracts.
As part of its study, the staff has prepared a questionnaire/issue paper 
in order to explore the basic problems and current practices relating to the 
treatment of deferred compensation costs for contract costing purposes.
Comments on the paper are due by July 14. For further information, contact 
Relmond P. Van Daniker at the CASB, 441 G Street, N.W., Washington, D.C. 
20548; (202) 386-5437.
On June 16 the House Ways and Means Committee began hearings on general 
tax reform. Extensive discussion is centering on the decisions reached by the 
committee last August and various Administration and invited witnesses 
are testifying. Comments from the public are scheduled to start on June 23.
William C. Penick, chairman of the AICPA’s federal taxation executive 
committee, has asked to testify on behalf of the Institute. His testimony will focus 
on capital formation, foreign source income, tax simplification, and estate and 
gift taxation.
The present schedule calls for starting the markup of the bill by late July. 
The committee staff will be given the marked up proposals for final drafting 
during the August recess. This could permit the introduction of a “ clean bill” in 
September.
Anyone who wishes to testify should contact the committee office, Room 
1102, Longworth House Building, Washington, D.C. 20515.
The Securities and Exchange Commission has announced in Release 33-5587 
minor proposed amendments to Regulation S-X. They affect ASR No. 147 on lease 
disclosure, ASR No. 148 concerning disclosure of compensating balances and 
short-term borrowing arrangements, and ASR No. 149 regarding income tax 
expense disclosure. The proposal would also extend the disclosure provisions of 
ASR No. 148 to several types of companies not originally covered by that release.
In essence, the Release would apply the ASR No. 148 rules to borrowings 
from factors and other financial institutions, and would subject insurance 
and investment companies to its provisions. Also, the tax disclosure rules would 
be relaxed for certain immaterial components of deferred taxes.
Comments are due by July 31.
GAO Reaffirms 
Position on Auditor 
Qualifications
In a report to Senator Abraham A. Ribicoff (D-Conn.), chairman of the Senate 
Committee on Government Operations, Comptroller General Elmer B. Staats 
reaffirmed that it is in the Government’s best interest to retain the General 
Accounting Office’s recommendation on the qualifications of auditors which was 
originally set forth in September 1970.
This policy states that after December 31, 1975, only CPAs and those 
public accountants licensed before December 31, 1970, should be engaged to 
make audits of federally chartered, financed, or regulated private organizations.
The report, B-148144, was the result of a reevaluation requested in 
1974 by the then chairman of the operations committee. “We reached our 
conclusion only after the most careful deliberations and after considering a great 
amount of material provided to us by the American Institute of CPAs and the 
National Society of Public Accountants,” Mr. Staats wrote.
IASC Exposes 
Two Drafts
AICPA to Testify 
on Private Rulings
The International Accounting Standards Committee has issued exposure 
drafts of proposed statements on depreciation accounting and on information 
to be disclosed in financial statements. The final statements are expected 
to be published in June 1976, after consideration of the comments on the drafts.
The depreciation accounting proposal calls for companies to depreciate 
long-term assets on a systematic basis over their useful lives. The financial 
information draft specifies the basic financial statements to be presented 
and states that companies should disclose all the information needed to give 
a clear understanding of those statements. Specific disclosures required of most 
companies are cited.
Copies of the drafts, on which comments are due by January 19, 1976, 
may be obtained from the AICPA’s international practice division.
The AICPA plans to submit testimony on private ruling letters to the Senate 
Subcommittee on Administration of the Internal Revenue Code. The 
subcommittee is currently holding hearings on this and related issues, following 
a complaint filed in the D.C. Federal District Court seeking, among other 
things, access to unpublished letter rulings.
The Institute holds that a private ruling letter should have the same 
confidentiality as a tax return because it includes intimate details of a 
taxpayer’s personal, commercial and financial affairs.
—Rod Parnell, Editor
The CPA Letter
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FASB to Hold 
Oil and Gas 
Hearings
AcSEC Meeting 
Highlights
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board has scheduled a public hearing on its 
proposed statement on accounting for income taxes by oil and gas companies.
It will be held at the New York Sheraton Hotel on September 10-11.
The exposure draft, which will be the basis for the hearing, called for the 
interperiod tax allocation of exploration costs for oil and gas reserves that 
enter into the determination of taxable income and pretax accounting income 
in different periods. Because of opposition to the provision that the standards 
should be initially implemented by a charge to income in 1975, the Board plans to 
seek additional views before taking final action.
The issues to be discussed at this hearing will focus on the alternatives 
regarding interperiod tax allocation described in Paragraph 22 of the exposure 
draft and on the proposals in Paragraphs 12 and 13. Specific questions related 
to these issues are included as an appendix to the Board’s official hearing notice. 
Copies of the notice are available from the FASB, High Ridge Park, Stamford, 
Conn. 06905. Those persons wishing to make oral presentations should notify the 
Board by August 1. Position papers and written outlines are due by August 28.
The AICPA’s accounting standards executive committee authorized a position 
paper on forecasts and identified several “ emerging practice problems” at its 
July 9-10 meeting.
The Statement of Position, Presentation and Disclosure of Financial 
Forecasts, which is subject to “negative clearance” by the committee, specifies the 
minimum summarized financial data that should be presented. The information 
is to be based on an estimate of the enterprise’s most probable financial position, 
results of operations and changes in financial position for the future periods 
covered. Although the committee recommends that the forecasts be presented 
in the format of the historical financial statements expected to be issued, 
it recognizes that most companies have little experience in this area. Therefore, 
it states that the minimum requirements would permit experimentation in the 
development of formats.
After discussion with representatives of the Financial Accounting Standards 
Board, the committee authorized the preparation of letters to the FASB that 
would identify the following areas as “ emerging practice problems” :
□  Accounting to be followed by the borrower when debt is restructured.
□  Certain implementation problems of APB Opinion No. 28. Particular reference 
will be made to the concept of an “effective” income tax rate, companies 
with seasonal operations, and the diversity of practice with respect to 
deferral of revenue and expense during interim periods.
□  Classification of preferred stock and mandatory retirement requirements.
□  Accounting for restricted stock option plans based on changes in book value as 
opposed to the usual plans that are based on changes in market value.
Timesharers’
Conference
Scheduled
Four Auditing 
Statements Near 
Final Action
AICPA Establishes 
Administrative 
Review Program
The AICPA’s computer services division will sponsor a one-day conference for 
CPAs who are experienced timesharing users in Denver on September 11.
The conference will include sessions on current developments in vendor 
services and hardware, and on the AICPA’s timesharing activities. Also, there 
will be a session describing the local and national timesharing user groups. 
Registration is $25. Contact AICPA’s meetings department.
The AICPA’s auditing standards division expects to issue four Statements on 
Auditing Standards this summer:
□  Auditor Communications — This statement will provide guidelines for 
communication between predecessor and successor auditors. It describes the 
information that a successor auditor should acquire before accepting the 
engagement and other information that is needed, but on a more flexible time 
basis. (See February 10 Letter for more details.)
□  Presents Fairly — The meaning of the phrase “presents fairly” is described and 
criteria for judging “fairness” are set forth. (See March 10 Letter for a 
listing of criteria.)
□  Related Parties — Guidance will be provided to the auditor in identifying and 
accounting for related party transactions. Examples of transactions that 
may be indicative of related parties are cited. (See March 24 Letter.)
□  Other Information — This statement holds that the auditor has no responsi­
bility to corroborate other information in documents containing audited 
financial statements, but if the CPA has reason to believe that there is a 
material misstatement of fact, he should call the matter to the client’s 
attention. (See March 24 Letter.)
The exposure draft of a proposed statement regarding procedures for a 
limited review of interim financial information was issued in April. Comments 
are due by August 1. (See April 28 Letter for a summary of the provisions.)
The auditing standards executive committee was scheduled to take up the 
following matters at its July 15-17 meeting, among others:
□  Review of a draft letter to the SEC concerning the integration of financial 
forecasts into the disclosure system as proposed in the Commission’s Release 
No. 33-5581. (See May 12 Letter.) The committee was expected to urge the 
SEC to defer any final pronouncements until pending Institute studies are 
completed. These studies deal with the system needed to prepare a forecast, 
the presentation and disclosure of a forecast, and the nature, form and content 
of a reviewer’s report on a forecast.
□  Consideration of possible exposure drafts of proposed auditing statements 
on using the work of internal auditors and of non-accounting specialists.
CPA firms can now get assistance on their managerial problems under a new 
AICPA program. Based on the techniques used in the Quality Review Program 
and the topics covered in the recently published Management of an Accounting 
Practice Handbook, the new program involves a confidential two-day review 
by two reviewers who are involved in the management of their firms and a 
closing conference. Prior to the review, a participating firm will complete a 
questionnaire which is organized according to the handbook and cross referenced 
to it. The review will cover such areas as financial administration, billings 
and collections, personnel policies, developing an accounting practice, new 
client engagements and management data.
The cost of the review has been set at $675. The reviewed firm must also 
agree to supply a reviewer for another firm and absorb the first $125 of its 
reciprocal reviewer’s travel expenses. For further information, contact William 
Bruschi at the AICPA, (212) 575-6474.
AICPA Issues Tax 
Recommendations
CPAs Participate 
in White House 
Conference
Dates Set for 
MAS Conference
The AICPA’s federal taxation division has sent to Congress more than 100 
recommendations for amendents to the Internal Revenue Code.
The division is presently studying the effects of inflation on the federal tax 
system and Code provisions that contain specific dollar limitations. It urges 
Congress to review these provisions periodically to ensure that the original 
objectives of these sections are being met.
The new recommendations include the following:
□  Alimony payments and all unreimbursed employee business expenses should 
be deductible from gross income in arriving at adjusted gross income (Sec. 62).
□  The limitation on the gain on sale of a personal residence by a taxpayer 
over 65 should be increased from $20,000 to $40,000 to reflect current real 
estate values (Sec. 121).
□  The issuance of annual reports that include disclosure of information 
consistent with the requirements of regulatory or other authoritative bodies 
that promulgate generally accepted accounting principles should not violate 
the LIFO method conformity requirements (Sec. 472).
□  In the case of homeowner associations, condominium housing associations 
and cooperative housing corporations, only the net investment income 
derived from a trade or business should be taxable (Sec. 501).
□  The $1,000 limitation on deductibility of net capital losses against ordinary 
income should be eliminated. Also, individual taxpayers should be allowed to 
carry back capital losses (Secs. 1211, 1212).
□  Where there is an underpayment of tax due partly to negligence, the 5 percent 
penalty should be imposed only on the tax effect of the negligently reported 
items, rather than on the total amount of underpayment (Sec. 6653).
Each of the division’s recommendations includes a brief description of the 
problem and the basis for the recommendation. Free copies of the 142-page 
book are available from the AICPA’s order department.
At the invitation of the Administration, 22 AICPA representatives met with 
high-level government officials at a White House Conference on July 2.
The conference enabled the CPAs to present their views on several current 
issues and to have frank discussions with Administration officials from various 
departments and agencies. In addition to opening remarks by Institute 
Chairman Philip L. Defliese on the profession’s role and its qualifications to speak 
on government policy, CPAs made formal presentations on five subjects.
They were followed by responses from Administration personnel and discussion. 
The five major topics and speakers were as follows:
□  Federal Paperwork Burden — Gerald A. Polansky, chairman, committee on 
relations with the General Accounting Office.
□  Regulatory Reform — John F. Utley, chairman, committee on regulated 
industries.
□  Tax Reform — William C. Penick, chairman, division of federal taxation.
□  Health Care Reform — William Freitag, chairman, task force on health 
care reform.
□  Investor Protection — Kenneth P. Johnson, chairman, auditing standards 
division.
A more complete report appears in the August Journal of Accountancy.
The AICPA’s second annual management advisory services conference will be 
held in Chicago October 1-2 at the Hyatt Regency O’Hare Hotel. It will feature 
plenary sessions of general interest on a wide range of MAS areas and 
concurrent panel sessions on specific subjects for both large and small firms.
Fee is $110. For information, write the Institute’s meetings department.
Position Paper 
Issued on 
Health Care
The AICPA’s federal government division has issued a position paper on national 
health insurance. The paper neither supports nor opposes such a program, 
but makes recommendations on various financial and administrative aspects of 
possible legislation in this area. Recommendations include the following:
□  Maximize patient care funds and minimize those for administration.
□  A single coordinated program should replace the multiplicity of programs 
for the indigent, elderly, children and disabled.
□  Determination of eligibility and benefits and processing of claims should be 
simplified.
□  Provider reimbursement audits should be limited to an exception basis. There 
should be severe criminal and civil penalties for abuse of the program.
□  Appeals should be provided starting on an informal basis and going through 
an independent appellate body to an explicitly provided judicial review.
□  Retrospective rate determination should be continued until prospective 
systems are thoroughly developed and tested.
Copies of the paper have been sent to congressional subcommittees on 
health and to HEW officials. The AICPA’s Washington office has a few copies 
available. The address is 1620 Eye Street, N.W., Washington, D.C. 20006.
Three International 
Accounting 
Reports Issued
The fourteenth in a series of studies has been released by the Accountants 
International Study Group. Interim Financial Reporting sets forth current statu­
tory and regulatory requirements for such reporting in the United Kingdom, 
the United States and Canada. It compares the approach developed for interim 
reporting in each nation with the approach used in annual reporting. Copies are 
available from the AICPA’s order department. Price is $3.00; $2.40 to members.
The International Accounting Standards Committee has issued the following 
two proposed statements for exposure:
□  Depreciation Accounting proposes that companies provide for depreciation of 
long-term assets with limited useful lives, including buildings, on a systematic 
basis over their useful lives.
□  Information to Be Disclosed in Financial Statements specifies the basic 
financial statements to be presented and proposes that companies disclose all 
the information needed to give a clear understanding of those statements.
Comments on both proposals are due by January 19 , 1976. Copies are 
available from the AICPA’s international practice division.
—Rod Parnell, Editor
The CPA Letter
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SEC Urged to 
Accept Profession’s 
Forecast Guides
Recent SEC Actions
A Semimonthly News Report Published by the AICPA
The AICPA has urged the Securities and Exchange Commission to consider the 
accounting profession’s proposed standards for financial forecasts rather than 
adopting those suggested last April by the SEC in its Release No. 33-5581 (see 
May 12 Letter).
In a letter to the Commission, Institute President Wallace E. Olson said 
that the AICPA agrees with the SEC objectives for “equitable dissemination” 
of forecast information, but he holds that investors would receive more useful 
information if disclosure requirements follow standards developed by the ac­
counting profession. These standards, based on a Statement of Position approved 
by the accounting standards executive committee last month, state that financial 
forecasts preferably should be presented in the format of the historical 
financial statements to be issued. However, at a minimum the presentation may 
consist of the following specific forecasted information:
□  Sales or gross revenues;
□  Gross profit;
□  Provision for income taxes;
□  Net income;
□  Disposal of a segment of a business and extraordinary unusual or 
infrequently occurring items;
□  Primary and fully diluted earnings per share data for each period presented;
□  Significant anticipated changes in financial position.
Mr. Olson’s letter, based on the findings of an AICPA task force, said that 
the function of independent review of forecast information is being studied by 
the auditing standards division and suggested that any pronouncement on third 
party review be deferred until the AICPA’s study has been completed. The 
Institute's position is that once the review and reporting standards have been 
established and the reviewer is associated with the projections, the independent 
reviewer’s report, if any, should accompany the financial forecast.
The Securities and Exchange Commission has proposed amendments to Regula­
tion S-X (Article 5A) and to reporting forms in Release No. 33-5601. The pro­
posals would conform SEC regulations to the provisions of the Financial 
Accounting Standards Board’s Statement No. 7 on companies in the development 
stage (see June 23 Letter). The effective date would be for fiscal periods 
beginning after December 25, 1975. Comments are due by September 15.
In Accounting Series Release No. 175, the Commission adopted amendments 
to Rule 4-02 (e) of Regulation S-X which clarify requirements for separate 
statements of subsidiaries included in consolidated financial statements. It 
applies to statements filed after September 30, 1975. (See September Journal of 
Accountancy for details.)
The Commission is now working on guidelines to deal with illegal payments 
by U.S. multinational companies to foreign governments, according to Com­
missioner Philip A. Loomis, Jr. in recent testimony before a subcommittee of 
the House International Relations Committee. He also said that the SEC plans to 
publish a summary of the cases it has investigated to date.
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Amendments Offered 
to Governmental 
Guide
AICPA Reaffirms 
Support for Inter­
national Standards
SEC Aid Available
The AICPA’s accounting standards division has issued a Statement of Position 
that proposes amendments to the Institute’s industry audit guide, Audits of 
State and Local Governmental Units. The proposals, submitted to the Financial 
Accounting Standards Board, clarify matters that relate to accruals of revenues 
and expenditures. The following are the principal features:
□  Sales taxes collected by merchants, but not yet required to be remitted to 
the taxing authority at the end of the fiscal year, should not be accrued.
□  Taxes collected and held by one government agency for another at year-end 
should be accrued if they are to be remitted in time to be used as a resource 
for payment of obligations incurred during the preceding fiscal year.
□  The last installment of revenue sharing entitlements, received in July, should 
be accrued at June 30.
□  State and local governmental units should not be required to record the costs 
of vacation and sick leave at the time the benefits are accumulated. Footnote 
disclosure of the commitments should be required if accumulated amounts 
exceed a normal year’s accumulation.
□  The principle that “in special assessment funds, interest income on assess­
ments receivable and interest expense on offsetting bonds payable or other 
long-term debt should not be accrued unless fully matured and not paid” 
applies whether or not the date for payments to bondholders coincides with 
the date for collections from property owners.
Copies of the position paper, which will be available about the end of this 
month, can be purchased through the Institute’s order department. Price is $1.00. 
The statement is being incorporated in the audit guide which is priced at $5.00; 
$4.00 to AICPA members.
At its July 24 meeting, the AICPA’s Board of Directors reaffirmed its support 
for the work of the International Accounting Standards Committee and adopted 
a revised statement on the Institute’s position on implementation of international 
standards. The statement includes the following points:
□  In order to achieve acceptance in the U.S., international accounting standards 
will have to be specifically adopted by the Financial Accounting Standards 
Board.
□  If there is no significant difference between an international standard and 
U.S. practice on a subject, compliance with U.S. generally accepted account­
ing principles will constitute compliance with the international standard.
If there is a significant difference between the two, the Institute will urge 
the FASB to give early consideration to harmonizing the differences.
□  Published pronouncements of the IASC will be included in the appropriate 
volume of AICPA Professional Standards, with an indication as to whether 
there are any significant differences between the international standards 
and U.S. generally accepted accounting principles.
□  The AICPA will continue to encourage government authorities, stock 
exchanges and the business community to put forth their views on IASC draft 
proposals.
Illustrations of the summary of operations and related management discussion 
and analysis have been compiled by the AICPA staff to assist accountants in 
meeting the provisions of Rules 14a-3 and 14c-3 of the Securities Exchange Act. 
Financial Report Survey 6 groups the required information according to principal 
product or service for over 300 companies in a wide variety of industries, based 
on their recently published annual reports.
Price: $7.50; $6.00 to members —from AICPA order department.
Draft Exposed on
Broadcasters’
Accounting
AICPA Responds to 
Two CASB Studies
Washington Briefs
The AICPA’s task force on entertainment companies has prepared an exposure 
draft of a proposed Statement of Position on accounting practices in the broad­
casting industry. It covers the following areas in which broadcasters now use 
different acceptable alternative accounting practices:
□  Accounting for television film rights and related license fees.
□  Accounting for barter transactions.
□  Accounting for network affiliation agreements and Federal Communications 
Commission licenses.
Comments on the draft, which has been sent to the Institute of Broadcasting 
Financial Management, are due by October 10. Copies are available upon written 
request to the AICPA’s accounting standards division.
In its response to a Cost Accounting Standards Board staff-prepared paper 
on Cost of Money as Part of Cost of Capital, the AICPA’s liaison committee 
noted with approval that the current “issues” paper deals only with the risk-free 
element of the cost of capital. The committee had previously held that there 
was no way of developing allowances for cost of capital that would be equitable 
for all contractors. The committee’s reply to the 14 questions posed in the 
current paper included the following:
□  A single interest rate could appropriately be established in calculating the 
risk-free interest cost of capital common to all government contractors.
□  If a single risk-free rate were chosen, the yield on long-term taxable treasury 
bonds would be the best indicator of such a rate.
□  It is not appropriate to restrict the assets recognized in determining 
operating capital to receivables and inventories.
The Institute’s committee has also expressed its views on a CASB staff 
paper on deferred compensation (see June 23 Letter). The committee made the 
following points, among others:
□  The concept of liability cannot be restricted to obligations that are definitely 
fixed in amount, but must also include obligations incurred for which the 
amount is reasonably measurable.
□  The amount of deferred compensation allocated for cost accounting purposes 
should be the same as that accrued for financial accounting purposes.
□  Discounting of a liability for deferred compensation should be required only 
when the effects of discounting would be clearly material.
□  The cost of compensation paid in stock or stock options should be accounted 
for in accordance with Accounting Principles Board Opinion No. 25.
The Federal Trade Commission will mail its Corporate Patterns Survey forms 
to the country’s 1,000 largest manufacturers on August 22. The forms will 
request information on value of shipments for 1,300 product categories, owner­
ship links among large corporations, joint ventures and nonmanufacturing sales.
January 1, 1976 is the effective date for the Cost Accounting Standards Board’s 
standard on accounting for acquisition costs of material.
The Federal Communications Commission has extended the comment period on 
its proposal concerning corporate ownership reporting and disclosure by 
broadcast licensees to September 11.
Business Life Insurance is the title of Management Aid No. 22, published by 
the Small Business Administration. It discusses this form of insurance as it 
applies to small business under proprietor, partnership and corporate forms of 
organization. Free copies are available from SBA field offices.
The House Ways and Means Committee concluded its hearings on tax reform 
on July 31, with Treasury Secretary William Simon as its final witness. Mr. 
Simon supplemented the administration’s earlier recommendations with 
suggestions to stimulate capital formation. They consisted of three proposals:
□  Eliminate the “double tax” on corporate dividends through a five-year phased- 
in program, starting in 1977, that would permit corporations to deduct half
of the dividends paid and for shareholders to take a tax credit of 50 percent 
for dividends received.
□  Extend the individual retirement account (IRA) provisions of the pension 
reform law to employees whose pension benefits are below the IRA 
maximum. Also raise the IRA limit from $1,500 to reflect cost-of-living 
adjustments.
□  Create a tax deductible individual savings account program, similar to IRAs, 
to encourage savings generally rather than just retirement savings.
The AICPA presented its tax reform proposals to the committee on July 15. 
Chairman William C. Penick, of the federal taxation executive committee, stated 
that the most important subject is the impact of the tax system on capital 
formation and on the preservation of existing capital.
Mr. Penick also testified that some form of regulation of commercial tax 
preparers is necessary, but that any such bill should exclude CPAs, lawyers and 
others enrolled to practice before the Internal Revenue Service.
In later testimony before the oversight subcommittee, Mr. Penick proposed 
that commercial tax preparers be required to file with the IRS, or maintain 
in their offices, a list showing the name, address and identification number 
of each taxpayer for whom a return is prepared. Copies of the statement on 
tax return preparers are available from the AICPA’s Washington office.
On recommendation of the Financial Accounting Foundation Trustee Review 
Committee, the AICPA’s Board of Directors has elected the following to three- 
year terms as FAF trustees:
□  John C. Biegler, senior partner, Price Waterhouse & Co., New York (reelected);
□  Stanley J. Scott, managing partner, Alford, Meroney & Company, Dallas;
□  Walter P. Stern, senior vice president, Capital Research Company, New York.
The principal duties of the foundation trustees are to appoint the members 
of the Financial Accounting Standards Board and to raise funds for its operation.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036
The CPA Letter, August, 1975. Published semi-monthly, 
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editorial office: 1211 Avenue of the Americas, New 
York, N.Y. 10036. Second-class postage paid at New 
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FASB Proposes 
Standard on Lease 
Accounting
CASB Issues 
Annual Report
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The Financial Accounting Standards Board has issued for public comment 
a draft of a proposed Statement which, if adopted, would establish criteria for 
classifying leases and would prescribe accounting and reporting requirements 
for classification. The same-basic criteria would apply to both lessees and 
lessors. Separate requirements are proposed for leveraged leases. Special 
provisions of the proposed Statement would apply to leases involving land, sale 
and leaseback transactions and to leases between related parties.
A lease would be classified as an operating lease for the lessee’s purposes 
unless it meets one of the following criteria, in which case it would be classified 
as a capital lease and would be amortized:
□  It transfers title to the lessee by the end of the lease term, as defined.
□  The lease contains a bargain purchase option, as defined.
□  The lease term is equal to 75 percent or more of the estimated economic 
life of the leased property, as defined.
□  The estimated residual value of the leased property is less than 25 percent of 
the property’s fair value at the inception of the lease.
□  The leased property as a whole serves a special purpose to the lessee and 
cannot be used by others except through incurring uneconomic costs.
For the lessor, in order for a lease to be amortizable as either a sales-type 
or a direct financing lease, it must meet one of the above criteria. Also the 
collectibility of payments must be reasonably predictable and no important 
uncertain costs are yet to be incurred by the lessor.
Disclosure requirements for lessees include much of the information 
required by existing pronouncements, with certain specified exceptions, and 
disclosures for operating leases would closely parallel those for capital leases.
Comments on the proposals are due by October 31 and copies of the draft 
are available from the FASB, High Ridge Park, Stamford, Conn. 06905.
In its Progress Report to the Congress 1975, the Cost Accounting Standards 
Board summarizes the three standards issued during the last fiscal year and gives 
the status of fifteen subjects in various stages of research and development.
The two areas in which standards have been formally proposed are:
□  Allocation of Business Unit General and Administrative Expense to Final 
Cost Objectives — The Board has completed the analysis of comments
to its original proposal and plans to publish a revised proposed standard.
□  Composition and Measurement of Pension Cost — The Board is analyzing the 
comments to its proposal issued on May 5, 1975.
A complete list of the subjects under study will appear in the October 
Journal of Accountancy.
Also, last month the CASB revised its basic requirements to provide that 
any company which, together with its subsidiaries, received more than $10 
million in prime contracts subject to cost accounting standards in fiscal 1974 or
1975 would be required to file disclosure statements. It changed the effective 
date, as originally proposed, from July 1, 1975, to January 1, 1976.
Aud SEC
Exposes Two Draft 
Statements
Real Estate 
Accounting 
Under Study
Speakers 
Announced 
for MAS 
Conference
The AICPA’s auditing standards executive committee has issued two proposed 
standards for comment. They deal with using the work of a specialist and 
of internal auditors.
The first proposal provides criteria for selecting and using specialists such 
as actuaries, appraisers, attorneys, engineers and geologists when such 
expert knowledge is needed by the independent auditor in the examination of 
financial statements. The exposure draft notes that, while a specialist 
having a relationship with a client may be acceptable, an “outside” specialist 
usually would provide the auditor with greater assurance of reliability and 
objectivity. It also proscribes reference to the work of a specialist when the 
auditor’s report is unqualified “because such a reference might be misunder­
stood to be a qualification of the auditor’s opinion.”
In the proposed ruling on using the work of internal auditors, the 
independent CPA must satisfy himself as to their competence and objectivity. 
Such an internal auditor should not be a part of a company’s accounting 
control, but should perform at “a separate, high-level of control to determine 
that the system is performing effectively.” Guidelines are set forth for 
reviewing the competence and objectivity of internal auditors, testing their work 
and using them to assist the independent auditor in performing his examination 
in accordance with generally accepted auditing standards.
Comments on the two proposed standards are due by September 30 and 
copies of the drafts are available from the Institute’s auditing standards division, 
upon written request.
At its July meeting the newly-formed AICPA task force on real estate accounting 
set the following near-term goals:
□  Develop a Statement of Position for companies other than real estate 
investment trusts on methods for valuing troubled loans secured by real 
estate, foreclosed real estate held for resale and other real estate held for sale.
□  Prepare a Statement of Position on accounting and reporting problems 
that result from joint venture arrangements.
□  Identify problems resulting from different interpretations of existing literature 
on. real estate accounting and develop appropriate conclusions.
The task force also concluded that studies should be started in the areas 
of start-up and preoperating costs and on cost capitalization and allocation. It is 
seeking views on these matters and Chairman Melvin Penner has asked 
that written comments be sent to the AICPA’s accounting standards division.
Walter W. Heller and Morton Levy will be the featured luncheon speakers at the 
AICPA’s second annual management advisory services conference on 
October 1-2. In addition to several plenary sessions on matters of general interest 
to MAS practitioners, there will be 12 concurrent panels on a variety of topics 
designed to appeal to members of both large and small firms.
Dr. Heller is Regents’ Professor of Economics at the University of Minnesota 
and is the former chairman of the President’s Council of Economic Advisers.
Mr. Levy, a former partner in the accounting firm of Harb, Levy & Weiland, 
is the Executive Director of the National Association of Accountants for the 
Public Interest. The association is composed of public interest accounting firms 
that undertake free accounting consulting engagements for other public 
interest nonprofit organizations that cannot afford CPA services.
The registration fee for the two-day conference is $110. For further 
information, contact the AICPA’s meetings department (212) 575-6451.
SEC Seeks 
Replacement 
Cost Data
SEC Proposes 
More Ownership 
Disclosure
GAO Okays 
FTC’s LB Form
Following up on its previously announced intention to require corporations to 
make some disclosure of the impact of inflation on their operations, the SEC 
has proposed, in Release 33-5608, that companies disclose replacement cost 
data for inventories and productive assets, and for cost of sales and 
depreciation, depletion and amortization.
The following would appear in the notes to financial statements:
□  The current replacement cost of inventories at each fiscal year end for which 
a balance sheet is presented.
□  The approximate amount which cost of sales would have been if it had 
been calculated by estimating the current replacement cost of goods and 
services sold at the time when sales were made, for the two most recent years.
□  The estimated current cost of replacing the productive capacity together 
with the current net replacement cost represented by the depreciable, 
depletable and amortizable assets on hand at the end of each fiscal year for 
which a balance sheet is presented.
□  The approximate amount of depreciation, depletion and amortization which 
would have been accrued if it had been estimated on the basis of average 
current replacement cost of productive capacity — two most recent years.
□  The methods used in determining the amounts disclosed for the above items.
□  Any additional information necessary to prevent the above information 
from giving misleading implications.
In proposing these rules, the Commission stated that it “is fully aware that 
there will be many problems of implementation and that the cost of 
developing the required information may be significant.” It is therefore 
encouraging experimentation with its proposals and is particularly requesting 
comments as to the cost of compliance, whether the data need be audited 
and whether, initially, smaller companies should be exempted.
Comments on the proposals are due by January 31, 1976.
The Securities and Exchange Commission is proposing to extend the disclosure 
of stock ownership in publicly held companies. Under existing regulations, 
corporations are required to identify only those shareholders who have more 
than 10 percent of their stock.
In Release No. 33-5609, the Commission proposes that these companies 
disclose the 30 largest holders of record for each class of voting securities. 
Where such holders do not “direct the vote of the securities,” such as securities 
firms holding stock in “ street names,” registrants would have to try to 
determine the identity of shareholders owning the 10 largest blocks held by 
each of these holders of record. However, there is no penalty for failure to 
obtain this information. The release also broadens the definition of “beneficial 
owner” to apply to more individuals than were previously required to 
report their shareholdings.
In separate releases, the SEC would require brokers to forward proxy 
statements (Release No. 34-1615) and annual reports (Release No. 34-1617) to 
beneficial owners. Alternatively, the brokerage firm could supply a list of 
beneficial owners to the issuing company, under certain conditions.
Comments on all three releases are due by November 30.
The General Accounting Office has given its approval to the Federal Trade 
Commission’s revised 1974 line-of-business reporting form. The GAO stated that 
the revisions “represent a constructive attempt to reduce respondent burden 
and avoid FTC dictation of accounting standards. These revisions should 
produce less homogeneous, but more accurate and, therefore, more useful data.”
The Federal Power Commission is accepting comments until September 22 on 
proposed amendments to the uniform system of accounts. The purpose of 
the proposals is to provide for more detailed reporting of operating expenses 
incurred by utilities and natural gas pipeline companies in the area of 
non-promotional customer assistance.
The accounting regulations of the Interstate Commerce Commission have been 
amended regarding treasury stock at cost, transactions with affiliates and 
just and reasonable charges for all carriers to be reflected in annual reports for 
year-end December 1975. Copies of the Order (No. 36057) can be obtained 
by calling (202) 343-6240.
The Securities and Exchange Commission is expected to issue proposed bank 
disclosure guidelines this month, with possible requests for comments on 
alternative disclosure approaches.
A new EBS-1 pension plan description plan form will be issued by the Depart­
ment of Labor this fall, according to the program administrator. It will be shorter 
and more suitable for mechanical compilation. Temporary regulations on 
participation, vesting and accrual are imminent.
Federal Procurement and Contracting Training Manual for Minority 
Entrepreneurs is available from the Office of Minority Business Enterprises’ 
Information Office, 14th and Constitution Avenue, NW, Washington, D.C. 20230.
Legislation to permit small business investment companies to select either 
reinvestment credit or passthrough as appropriate for its purposes has been 
introduced by Representative Bill Archer (R-Tex.). The bill, HR 9191 would 
amend the tax treatment of SBIC’s to increase the amount of venture capital 
available to small business concerns.
Senator William Proxmire (D-Wis.) has announced that the Senate Banking 
Committee will consider legislation this fall to provide minimum standards for 
disclosure in condominium sales and conversions. The bill (S 2273) would 
require a two-year budget projection of maintenance, utility and other costs 
“certified to have been based on generally accepted accounting principles.”
—Rod Parnell, Editor
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The Securities and Exchange Commission has amended Form 10-Q and 
Regulation S-X to require additional quarterly reporting by registrants, footnote 
disclosure of selected quarterly data in the annual financial statements and 
certain other disclosures. The footnote may be labeled as “unaudited,” but the 
new regulations would mandate a limited review by the independent auditor 
on a retrospective basis.
Here are some of the features of the new rules as set forth in Accounting 
Series Release No. 177 which was issued on September 10:
□  Form 10-Q information will include condensed financial statements 
(using the major captions set forth in Regulation S-X), a narrative analysis 
of results of operations and the signature of the chief financial or 
accounting officer.
□  Footnote disclosure will be required in the annual financial statements
of net sales, gross profit, income before extraordinary items and cumulative 
effect of a change in accounting, per share data and net income for each 
quarter of the two most recent fiscal years and any subsequent period 
for which income statements are presented. The note may be marked 
“unaudited” but the auditor is expected to make a limited review of the 
data. Exempted from this provision are companies that are not 
actively traded, or which had losses or earnings of less than $250,000 in any of 
the last three fiscal years provided that their assets did not exceed 
$200 million at the close of the last fiscal year.
□  Other requirements include additional information on business combinations 
accounted for as purchases, conformity with provisions of Accounting 
Principles Board Opinion No. 28 on interim reporting and a letter
from the independent auditor stating his view that any accounting change 
is preferable to the previous practice.
□  The effective date is for fiscal periods starting after December 25, 1975.
The Commission also said it believes that timely reviews of quarterly 
financial data prior to the Form 10-Q filing would be useful and encouraged 
registrants to have such voluntary reviews made.
In a related release (No. 33-5612), the Commission proposes to determine the 
“appropriate professional standards and procedures” for the limited reviews 
specified in ASR No. 177. In making these proposals, however, the SEC said it 
prefers that the accounting profession set these standards and has given 
the AICPA’s auditing standards division an opportunity to do so. If the AICPA 
adopts a Statement on Auditing Standards before December 10 which 
covers these reviews in a manner acceptable to the Commission, these 
proposals would be withdrawn. The announced intention is that final standards 
for review will be established before December 26, through either endorsement 
of an AICPA statement or adoption of the SEC’s proposals.
Comments on the release are due by November 15.
FASB Plans 
to Extend Merger 
Exemption...
...Adds Two Items 
to Its Agenda.. .
. . .  Declines to 
Consider REITs. . .
The Financial Accounting Standards Board has issued an exposure draft of 
a proposed statement that would extend the “grandfather” provisions for some 
business combinations under existing pronouncements of the AICPA.
Accounting Principles Board Opinion No. 16 sets criteria for pooling of 
interests, but exempts companies with certain intercorporate investments 
as of October 31, 1970, from some of these conditions if a business combination 
is completed by October 31, 1975.
The FASB proposal would eliminate this five-year limitation because 
the Board’s consideration of the entire subject of business combinations may 
lead to changes from the accounting practices that would have to be 
made if the present deadline was allowed to stand.
Comments on the proposal are due by October 10.
Certain aspects of accounting for restructured debt and for marketable equity 
securities have been added to the FASB’s agenda.
The project on restructured debt will consider only the accounting 
to be followed by the debtor when debt is restructured as a result of the 
debtor’s inability to meet the terms of the obligations.
The marketable securities project will be limited to accounting for the 
equity securities of profit-oriented enterprises primarily as such accounting 
relates to cases where the cost of the securities exceeds current quoted market 
prices. The project will not be concerned with situations where securities 
are required to be accounted for on a market value basis. The main questions 
to be dealt with are the following:
□  When should marketable equity securities be written down?
□  Should securities that have been written down be written back up based on 
market recovery or other criteria?
□  Should the accounting principles adopted by a subsidiary, generally a 
financial subsidiary, also be adopted in the consolidated statements?
The Board may hold public hearings on both projects later this year probably 
after exposure drafts of the proposed statements are circulated.
The FASB has announced that it does not intend to take any action on the 
AICPA’s accounting standards division’s Statement of Position, Accounting 
Practices of Real Estate Investment Trusts (see June 9 Letter).
The Board noted in its announcement that the AICPA position paper deals 
mainly with the measurement of the impairment of certain assets and the 
recognition of related losses. It called attention to the two conditions in 
FASB Statement No. 5, Accounting for Contingencies, that must be met before 
an estimated loss can be accrued. They are:
□  Information available prior to issuance of the financial statements indicates 
that it is probable that an asset had been impaired or a liability had been 
incurred at the date of the financial statements.
□  The amount of loss can be reasonably estimated.
Because the FASB statement neither specifies methods for estimating 
losses nor identifies the types of costs to be included, the Board said that the 
AICPA position does not conflict with its pronouncement.
The AICPA’s Statement of Position recommends inclusion of estimated 
interest holding costs in determining estimated net realizable value for 
measuring the impairment of certain loans receivable and foreclosed properties 
of REITs. It also prescribes the calculation of the rate to be used.
A pronouncement resulting from the FASB’s current project on accounting 
for interest costs (preliminary work has started on a discussion memorandum) 
may deal with aspects of the AICPA’s recommended method of estimation.
. . .  and Postpones 
Hearing Date 
on Materiality
Oil and Gas Tax 
Hearing Yields 
Conflicting Views
Current Value 
Reporting Is 
U.K. Objective
The FASB’s hearing on criteria for determining materiality has been postponed 
from October 30 to May 20-21, 1976. The Board had concluded that more time 
was needed by commentators and the FASB itself to deal with the issues. 
Written positions on the discussion memorandum are now due by April 19.
The FASB found little support for its proposal for recognizing the pre-1975 
cumulative income tax effects related to intangible drilling and development 
costs at the public hearing held on September 10-11.
In the exposure draft of a proposed statement, Accounting for Income 
Taxes — Oil and Gas Producing Companies, the Board held that interperiod tax 
allocation is required for such costs under the Tax Reduction Act of 1975 
and proposed a catch-up adjustment for the cumulative income tax effect in 
the fiscal year including January 1, 1975.
Virtually all of the representatives of the 19 organizations that testified 
at the hearing agreed that interperiod allocation is required. Although they 
disagreed with the Board’s approach to initial implementation, there was no 
consensus on alternatives.
The two most recommended alternative methods were:
□  Retroactive restatement — Record the cumulative income tax effect that 
had not been deferred prior to January 1, 1975, by restating the financial 
statements for prior periods. Thereafter, allocations should be in 
accordance with Accounting Principles Board Opinion No. 11.
□  Prospective allocation; “net” method — Allocate income taxes only on 
the net difference between timing differences incurred after December 
31, 1974, and the amortization of costs unamortized at January 1, 1975, for 
financial purposes that had previously been deducted for income tax 
purposes. The cumulative income tax effect that had not been deferred prior 
to January 1, 1975, would not be recorded.
If the recommendations in two independent reports are adopted, United 
Kingdom companies will be eventually required to report on a current value 
basis.
Inflation Accounting (the Sandilands’ Report) contains the recommenda­
tions of the government-appointed Inflation Accounting Committee, which 
holds that “companies should in the future draw up their accounts in accordance 
with a system to be known as current cost accounting.” Under the committee’s 
recommendations, accounts would still be expressed in monetary units but 
would show the “value to the business” (replacement cost) of its assets at the 
balance sheet date. While acknowledging the short-term value of the current 
purchasing power (price-level adjustments) set forth in a provisional statement 
of the U.K. and Irish professional bodies, the committee rejects this approach 
as a long-term solution to inflation accounting.
Similar conclusions were reached in a discussion paper prepared by the 
accounting standards steering committee of The Institute of Chartered 
Accountants in England and Wales in association with other professional 
organizations. The Corporate Report concludes that “until a workable and 
standardised system of current value accounting is developed,” historic cost 
figures should be adjusted on a price-level basis and be accorded equal status 
with historic cost financial statements.
Copies of these reports are available on the following bases: Inflation 
Accounting — from Her Majesty’s Stationery Office, P.O. Box 569, London 
SE 1 9NH; full report £4.25, plus postage; “Brief Guide,” 30 pence. The 
Corporate Report — from Institute of Chartered Accountants in England and 
Wales, Moorgate Place, London EC 2R 6EQ; price is £2.00.
CPA/Lawyer Roles 
in Estate Planning 
Are Clarified
The House of Delegates of the American Bar Association adopted at its August 
meeting the Statement of Principles in Estate Planning, which had been 
proposed by the National Conference of Lawyers and CPAs. The AICPA’s 
Board of Directors had endorsed this statement in October 1974, contingent 
upon similar action by the Bar.
The statement — designed to promote the most effective relations between 
lawyers and CPAs and to encourage the highest degree of performance by 
each profession in its respective field —is now the official position of both 
organizations.
The text of the statement follows:
“1. When a client is served by both a lawyer and a certified public accountant, 
a good working relationship between both professionals should be established 
at the earliest time practicable, in order to provide the client with the best 
possible service at a fair cost.
“2. When a certified public accountant becomes involved in estate planning, 
the client should be advised that it is necessary to engage the services of a 
lawyer at an early stage, since legal problems permeate the entire estate planning 
process and only the lawyer may give legal advice and prepare legal documents. 
“3. When a lawyer becomes involved in estate planning, he should recognize 
that a certified public accountant may play an important role in the planning 
process and, in such event, should be engaged at an early stage.
“These principles do not change the authorized activities of either 
lawyers or CPAs in tax matters.”
The Cost Accounting Standards Board has revised its proposed standard on 
the allocation of business unit general and administrative expense to final cost 
objectives. The new proposals were published in the September 9 Federal 
Register. Comments on the revisions are due by November 14.
The Federal Trade Commission has formally approved a resolution requiring 
annual line of business reports from corporations (September 11 Federal 
Register). Included is the stipulation that the data will be treated confidentially 
and the resolution cites the confidentiality rules for the 1974 reporting year.
—Rod Parnell, Editor
The CPA Letter
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Distribution of a proposed statement by the Financial Accounting Standards 
Board on financial reporting of business segments appeared to be imminent as 
this issue of the Letter went to press.
It was expected that the exposure draft would require that certain 
information be included in financial statements that present financial position or 
results of operations in accordance with generally accepted accounting 
principles. The information would relate to operations in different industries, 
foreign operations, major customers and export sales. An extended exposure 
period was contemplated to permit experimentation with the anticipated 
proposals.
The Commission on Auditors’ Responsibilities, an independent study group 
appointed by the AICPA last fall, is publishing a booklet that explains the scope 
and organization of its study. Copies will be sent to all AICPA members 
later this month. Additional copies are available from the Institute’s order 
department at $1.50 each.
The role of the independent auditor and the apparent gap between 
performance and expectations are the pervasive elements in the Commission’s 
Statement of Issues. It outlines the factors that the Commission is considering 
and on which it is seeking information. The three phases of the study and 
the basic issues under each phase are listed below.
Phase I: The Auditor’s Present Responsibilities
□  Forming an opinion on financial presentations
□  Clarifying responsibility for the detection of fraud
□  Reporting on uncertainties
□  Detecting and disclosing adverse management behavior
□  Improving communication in the auditor’s standard report
□  Improving auditing methods and techniques 
Phase II: Extension of the Auditor’s Role
□  New forms of reporting
□  Evaluating the relationship of nonauditing services to the audit function 
Phase III: The Institutional Framework of the Audit Function
□  Organizational structure for regulating the profession
□  Policies and procedures for maintaining the quality of audit practice
□  Process of establishing auditing standards
□  Developing individuals as independent auditors
□  Relationships between the auditor and parties interested in the audit function
□  Legal environment of independent auditors
According to Chairman Manuel F. Cohen, the Commission plans to hold 
public hearings in the spring of 1976. A discussion document dealing with many 
of the questions in the Statement of Issues and some tentative conclusions 
will be distributed later this year. It will serve as a basis for one or more 
hearings for which position papers will be sought from interested parties. In 
the meantime, the Commission would welcome such papers, research 
results or other relevant material.
AICPA Responds 
to Purchase Power 
Proposal
Survey Illustrates 
Departures from 
Standard Audit 
Report
FASB Advisory 
Council Expanded
In a letter to the Financial Accounting Standards Board, the AICPA’s 
accounting standards division supported the Board’s proposal for supplemental 
disclosure of general price level changes, but recommended that closely held 
companies be excluded from its provisions (see January 13 Letter).
The proposed FASB statement would require that, as a minimum, certain 
items in the income statement and balance sheet be restated for changes 
in the general purchasing power of the dollar and be reported as supplemental 
information to the annual historical financial statements.
The Institute’s letter referred to the accounting standards division’s 
previously stated position which held that disclosure of financial information 
restated for changes in the general price level is useful and, by reflecting the 
impact of inflation, would enable users of financial statements to base 
decisions on more realistic measures. It recommended that, at least initially, 
the proposed statement should be limited to companies whose securities 
are publicly traded and whose financial statements are filed with the SEC or 
other regulatory agencies. The letter said that a rationale for such a delineation 
may develop from responses to the Institute’s discussion paper, The 
Application of Generally Accepted Accounting Principles to Smaller and/or 
Closely Held Businesses. Also, it held that it would be virtually impossible for 
all the enterprises encompassed by the proposal to develop the necessary 
information.
Comments on the FASB’s exposure draft were due by September 30.
Financial Report Survey No. 7: Illustrations of Departures from the Auditor’s 
Standard Report is now available from the AICPA’s order department.
The new study, based on reports selected from the AICPA National 
Automated Accounting Research System (NAARS), gives examples of the 
application of the departures cited in Statement on Auditing Standards No. 2, 
Reports on Audited Financial Statements.
The illustrations cover such areas of possible departure as:
□  Limitations on the scope of the auditor’s examination.
□  An opinion based in part on the report of another auditor.
□  Effect of departures from generally accepted accounting principles.
□  Inconsistent application of generally accepted accounting principles.
□  Effect of uncertainties concerning future events.
□  Auditor’s wish to emphasize a particular matter in the financial statements.
Copies may be obtained from the Institute at $6.50 each; $5.20 to members.
Ten new members have been appointed to the Financial Accounting Standards 
Advisory Council for one-year terms effective October 1. According to Ralph 
E. Kent, president of the Financial Accounting Foundation, who made the 
announcement, the Council’s principal duties include advising the FASB on 
priorities, helping it set up task forces and reacting to proposed statements. 
With the new appointments the Council now has 32 members.
The new members are: W. E. Buxbaum, comptroller, E. I. du Pont de 
Nemours & Co.; Charles G. Gillette, partner, Arthur Young & Company; John A. 
Grady, director of Bureau of Accounts, Interstate Commerce Commission; 
Charles T. Horngren, Littlefield Professor, Stanford Business School, Stanford 
University; Raymond C. Lauver, partner, Price Waterhouse & Co.
Also: James W. Nethercott, vice president-finance, Procter & Gamble Co.; 
William C. Norby, senior vice president, Duff and Phelps, Inc.; Richard C. 
O’Sullivan, treasurer, Monsanto Company; Elmer B. Staats, Comptroller General 
of the United States; and Robert C. Thompson, controller, Shell Oil Company.
CPA Gold Medalists 
Announced
Changes Urged 
in Governmental 
Reporting
Public Interest 
Conference Set
CASB Adopts 
Standard for Pension 
Cost Measurement
Two AICPA past presidents will receive the Gold Medal Award for distinguished 
service to the accounting profession at the Institute’s annual meeting next 
week. They are Louis M. Kessler and LeRoy Layton.
Mr. Kessler, senior partner-international operations, Alexander Grant & Co., 
was president of the Institute in 1969-70. Subsequently he was the AICPA’s 
liaison representative with the accounting profession in Latin America and 
most recently has chaired the special committee on scope and structure.
Prior to his election to the presidency of the Institute in 1972, Mr. Layton 
had served on the Accounting Principles Board, culminating in a three-year term 
as chairman. He is currently serving on the Commission on Auditors’ 
Responsibilities. A retired senior partner of Main Lafrentz & Co., Mr. Layton 
is now chairman of the board of management of McLintock, Main Lafrentz & Co.
Governments at all levels should provide annual consolidated financial 
statements on an accrual basis and include all programs which may require 
future taxes for present liabilities. These are the basic conclusions of Sound 
Financial Reporting in the Public Sector, a report prepared by Arthur 
Andersen & Co.
The report features illustrative consolidated statements for the U.S. 
government drawn from information available in several publications. The 
following recommendations are made:
□  Financial management systems and functions of the federal government 
should be strengthened and integrated to achieve financial accountability 
at all levels.
□  A strong, well-staffed, central accounting department should be established 
in the Executive Branch.
□  The accounting system should contain internal checks and balances to 
assure reliability of the data produced. Such internal controls should be 
supplemented by annual financial audits.
□  Accrual accounting should be adopted. This was recommended by the 
Hoover Commission and required by law. The law and regulations have been 
only partly implemented.
□  The federal government should take the leadership now in developing fiscal 
responsibility by preparing and publishing consolidated financial statements.
Copies of the report are available from any Arthur Andersen office.
L. William Seidman, Assistant to the President, will be the featured speaker 
at the Third Annual Conference sponsored by the National Association of 
Accountants for the Public Interest scheduled for November 6-7 in Washington, 
D.C. The association is composed of accountants that provide free accounting 
consulting services to public interest nonprofit organizations that cannot 
afford to engage CPAs on a fee basis.
Registration is $40. For more information contact Morton Levy, executive 
director, NAAPI, 233 Sansome Street, San Francisco, California 94104.
The Cost Accounting Standards Board has issued a standard for composition 
and measurement of pension costs. The final standard has been modified in a 
number of respects from the original proposal. One change would permit the 
use of the aggregate cost method provided that the cost of future pension 
benefits is spread over the average remaining working lives of the work force 
and certain other conditions are met.
The standard probably will become effective on January 1, 1976.
Washington Briefs SEC Chairman Ray Garrett, Jr., has announced his resignation to be effective
November 30 or until his successor is named. It is expected that President Ford 
will name White House Counsel Roderick Hills to the post.
Tax Information on Individual Retirement Savings Programs (IRS Publication 
590) explains portions of the new pension law that permits certain taxpayers 
to make tax-deductible contributions to an individual retirement program. 
Copies of the booklet and forms for opening individual retirement accounts 
(IRAs) are available from all IRS offices.
Taxpayer’s Bill of Rights Act of 1975 is a bill now being considered by the 
Senate Finance Committee (S.2342) and the House Ways and Means Committee 
(HR 9599). Designed to reform IRS procedures, the bill, among other things, 
places new restrictions on disclosure of tax return information, limits 
certain non-tax activities of the IRS and provides for a Taxpayer Service and 
Complaint Assistance Office to monitor behavior of IRS agents and to 
provide relief in special cases of IRS abuse. The bill would also give the General 
Accounting Office oversight authority on the entire scope of IRS activities.
The Federal Energy Administration has scheduled hearings for October 14 on a 
proposal to require all petroleum refining companies and a random sampling 
of producing and marketing firms to submit annual financial statements 
on their operations. The required consolidated statements would be the same 
as those required by the SEC in its Form 10-K filings.
In Revenue Procedure 75-40, the IRS has set procedures regarding changes to 
the full absorption method of inventory costing. The purpose is to determine 
whether the proposed treatment of indirect production costs is inconsistent with 
generally accepted accounting principles.
The Securities and Exchange Commission has proposed (Release No. 33-5620) 
several changes in the financial statements filed by bank holding companies. The 
changes include disclosing the reserves to cover loan losses as a deduction 
from loans receivable; treating bonds, notes and debentures the banks 
have issued as liabilities; showing unearned income as a deduction from loans 
receivable. Comments are due by November 15.
—Rod Parnell, Editor
The CPA Letter
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FASB Proposes 
Business Segment 
Reporting. . .
. . .  Sets Pension 
Accounting 
Hearing . ..
. . .  Appoints Interest 
Cost Task 
Force. . .
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Comments are due by December 31 on an exposure draft of a proposed statement 
by the Financial Accounting Standards Board that would require companies 
to include in their financial statements information about their operations in 
different industries, foreign operations and export sales. Disclosures also 
would be made of the identity of a few major customers on whose business the 
enterprises depend significantly.
Here are some of the main features of the proposal:
□  A company would report the revenue, profit contribution, operating profit 
and identifiable assets of each significant industry segment.
□  A segment would be considered as significant if its sales, operating profit 
or identifiable assets are 10 percent or more of the combined related 
amounts for all of a company’s industry segments.
□  The new rules would require that the combined sales of all segments to be 
reported on be at least 75 percent of the company’s total sales.
□  The proposal would apply to all financial statements, annual or interim, 
prepared in accordance with generally accepted accounting principles.
Interim reports presenting only summarized or condensed financial 
information would not be involved.
Copies of the exposure draft may be obtained from the FASB, High Ridge 
Park, Stamford, Conn. 06905.
The Financial Accounting Standards Board is planning to hold a public hearing 
on accounting and reporting for employee benefit plans starting on February 4,
1976 at the New York Sheraton Hotel.
As a basis for the hearing, the Board has prepared a discussion memorandum 
that sets forth and analyzes, without reaching conclusions, the basic issues 
to be considered. Underlying the issues of employee benefit plan accounting 
discussed in the memorandum are the following broad questions:
□  What should be the accounting and reporting entity?
□  Who are the primary users of employee benefit plan financial statements?
□  What information about an employee benefit plan is needed by the users?
□  What portion of that information should be presented in the body of financial 
statements, footnotes or other types of disclosure?
Information concerning oral and written presentations, as well as free 
copies of the discussion memorandum, can be obtained from the FASB office.
A 16-member task force has been appointed by the FASB to advise the Board on 
accounting for interest costs. It will consider accounting for an imputed cost 
of equity capital as well as for interest on debt.
The Securities and Exchange Commission, in Accounting Series Release 
No. 163, declared a moratorium on adoption of interest capitalization by 
non-utility companies until the FASB issues a pronouncement on the subject. 
Arthur L. Litke, a member of the Board, will chair the new group.
. . .  and Will Study 
Extractive Industry 
Accounting
AudSEC Sets 
Standard on Auditor 
Communications. . .
A project on financial accounting and reporting in the extractive industries, 
with emphasis on oil and gas, has been added to the FASB’s agenda. It should 
lead to the establishment of standards relating to exploration for and the 
acquisition, development and production of petroleum, natural gas and other 
mineral deposits.
The following are among the questions to be considered:
□  To what extent, if any should intangible costs incurred in these activities be 
capitalized or deferred?
□  On what basis or bases should tangible capital assets and intangible costs 
(if applicable) be amortized?
□  If the unit of production basis is deemed appropriate, what should be the 
cost centers for associating capitalized cost with reserves and production, 
and how should reserves be defined and identified for such purpose?
□  When should revenues from these activities be recognized and how should 
they relate to amounts of oil, gas, or other minerals produced or sold?
□  What information concerning these activities should be disclosed?
A task force will assist the Board in the preparation of a discussion 
memorandum which will serve as the basis for a public hearing to be set later.
The AICPA’s auditing standards executive committee has adopted Statement on 
Auditing Standards No. 7, Communications Between Predecessor and Successor 
Auditors. It is expected that copies will be sent to AICPA members within 
the next two weeks. Additional copies will be $1.00 each.
The purpose of the Statement is to provide guidance on communications 
between an auditor who is being replaced and the prospective or actual 
successor. It deals with communications before a successor auditor accepts an 
engagement, other communications where the timing is more flexible and 
financial statements reported on by the predecessor. The Statement, which 
supersedes Section 543.18 of SAS No. 1 , is effective December 1 , 1975.
It contains the following elements, among others:
□  The communications initiative rests with the successor auditor, who, with 
the client’s consent, should seek information to assist in determining 
whether the engagement should be accepted.
□  Specific inquiries should be made to elicit facts that might bear on 
management’s integrity, disagreements on significant matters such as 
accounting principles and auditing procedures, and on the predecessor’s 
understanding of the reasons for the change in auditors.
□  The predecessor should respond promptly and fully to reasonable inquiries. 
If unusual circumstances, such as impending litigation, limit his response, 
he should so indicate and the successor should consider the implications
in deciding whether to accept the engagement.
□  The successor’s work may be facilitated by specific inquiries on matters that 
he believes may affect his examination and by reviewing the predecessor’s 
working papers. Reference to the predecessor’s work should not be
made as the basis for any part of the successor’s opinion.
□  If the successor believes, as a result of his examination, that previous 
financial statements should be revised, he should meet with the client and 
predecessor auditor. If the matter is not resolved to the successor’s 
satisfaction, he may be well advised to consult with his attorney.
□  When a predecessor is to reissue his report and has not examined the 
financial statements for the most recent audited period, he should get a letter 
of representation from his successor. The letter should state whether
the successor believes that his examination has revealed anything that 
might have a material effect on the statements reported on by the predecessor.
. . .  Approves 
“Other Information” 
for Vote . . .
. . .  and Reviews 
Other Pending 
Proposals
AICPA Forecast 
Statement Available
AICPA Officers 
Elected for 
1975-76
The committee has approved for ballot a draft of a statement on auditing 
standards, Other Information in Documents Containing Audited Financial 
Statements.
Essentially, the statement holds that an auditor should read other 
information that may be relevant to his examination to consider whether it is 
inconsistent with the financial statements and to determine whether a 
material inconsistency would require revision to the statements and/or his 
report. The auditor’s responsibility does not extend beyond the financial 
information identified in his report and he has no obligation to corroborate other 
information in such a document. Guidelines are given in cases where 
other information is not revised to the auditor’s satisfaction.
Pending formal balloting by the committee, copies of the statement are 
expected to be available in early November.
At a special meeting on October 9-10, the auditing standards executive 
committee reviewed comments on the exposure drafts on the following subjects 
preliminary to preparing ballot drafts:
□  Using the Work of Internal Auditors would set forth guidelines for reviewing 
the competence and objectivity of internal auditors, testing their work
and using them to assist the independent auditor.
□  Using the Work of a Specialist would provide criteria for selecting and 
utilizing the expert knowledge of specialists outside the accounting field.
Other matters discussed at the meeting included proposed pronouncements 
on lawyers’ letters and illegal acts by clients.
□  Limited Review of Interim Financial Information was considered in terms of 
comments on the exposure draft and the implications of the SEC’s 
Accounting Series Release No. 177 (see September 22 Letter).
The text of the AICPA’s accounting standards division’s Statement of Position 
on Presentation and Disclosure of Financial Forecasts can be obtained from 
the Institute’s order department at $2.00 per copy, with the usual discounts.
The conclusions in this statement formed the basis of a letter to the 
Securities and Exchange Commission, in which Institute President Wallace E. 
Olson recommended that the Commission consider the AICPA position in 
lieu of the SEC proposals set forth in Release No. 33-5581 (see August Letter).
The Statement of Position specifies the minimum types of forecasted 
information that should be presented. Such forecasts, it holds, should be based 
on the most probable estimated results and should be presented in the format 
of the historical financial statements to be issued.
Ivan Bull, of Davenport, Iowa, headed a slate of AICPA officers that was elected 
by the Institute’s governing Council at its October 11 meeting in San Antonio.
In addition to Mr. Bull, managing partner of McGladrey, Hansen, Dunn & 
Company, who became chairman of the Board of Directors, Michael N. 
Chetkovich, New York, was elected vice chairman of the Board and chairman 
nominee. Mr. Chetkovich is managing partner of Haskins & Sells.
The new vice presidents are: James M. Arnett, partner, Arnett & Foster, 
Charleston, West Virginia; Robert Bernstein, partner in charge of the District of 
Columbia office, Seidman & Seidman; Don J. Summa, partner, Arthur Young 
& Company| New York.
Reelected treasurer was John W. Zick, partner, Price Waterhouse & Co., 
New York.
International 
Standard Issued on 
Inventory Valuation
Inventories are to be valued at the lower of historical cost or net realizable 
value under an international standard (No. 2) just issued by the International 
Accounting Standards Committee. The new ruling, which becomes effective 
on January 1, 1976, closely parallels U.S. practice but is expected to cause 
accounting changes in some other countries.
In keeping with Standard No. 1, the accounting policies adopted for the 
purpose of valuation of inventories, including the cost formula used, should 
be disclosed. Guidelines are given for arriving at the valuations and for their 
presentation.
Copies of the standard are available from the AICPA’s order department 
at $1.50 each, with the usual discounts.
The committee currently has out for exposure two proposed statements on 
which comments are due by January 19, 1976. They deal with depreciation 
accounting and information to be disclosed in financial statements. Copies of 
these drafts can be obtained from the AICPA’s international practice division, 
upon written request.
Common Computer 
Timesharing Library 
Established
The AICPA has made arrangements for a common library for the interchange of 
timesharing programs in some seven different areas among AICPA members. 
COMSHARE, Inc., is the first vendor to have this library on their system. The 
organization provides nationwide timesharing service through local dial-up 
or WATS lines. Users can access the programs from an office terminal on a 
pay-as-they-use basis, with no monthly minimums or initiation fees.
Members interested in using the library or in contributing programs, on 
which they would receive royalties, should contact Michael D. Radice, 
COMSHARE, Inc., PO Box 1588, Ann Arbor, Michigan 48106. Tel. (313) 994-4800.
NASBA Elects 
Officers
The following officers for 1975-76 were elected at the annual meeting of the 
National Association of State Boards of Accountancy in San Antonio on 
October 10: President (by succession) — W. Douglas Sprague, New York, retired 
partner, Arthur Andersen & Co.; President-Elect — Wilbur H. Stevens, Colorado, 
partner, Elmer Fox, Westheimer & Co.; Vice President — Arthur R. Betz, 
Missouri, partner, Coopers & Lybrand; Vice President — Louis W. Matusiak, 
California, partner, Alexander Grant & Co.; Secretary — Gerald C. Schroeder, 
Michigan, partner, Gerald C. Schroeder & Company; Treasurer — Daniel Goldfarb, 
Nevada, partner, Seidman & Seidman.
—Rod Parnell, Editor
The CPA Letter
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The AICPA’s auditing standards division has issued an exposure draft of a 
proposed statement on auditing standards on procedures to be considered by an 
auditor in identifying litigation, claims and assessments and in satisfying 
himself as to the financial accounting and reporting of such matters. Comments 
are due by December 5.
Two key elements deal with the conclusions to be drawn by the auditor when 
he receives a limited response from a lawyer to his audit inquiry letter.
1. Any of the following matters would be considered limitations on the scope 
of an auditor’s examination sufficient to preclude an unqualified opinion:
□  Refusal to furnish information on all pending or threatened litigation, 
including its nature, progress and client's possible exposure.
□  Refusal to furnish information, o r  to state that he has been unable to reach a 
conclusion, on (1) the existence of unasserted claims when their assertion 
is probable, or (2) the likely outcome and amount of losses from litigation, 
claims or assessm ents.
2. A lawyer may be unable to evaluate the likelihood of future events concern­
ing litigation, claims or assessments. In such cases the auditor ordinarily would 
not express an unqualified opinion if the resolution of the uncertainty could 
have a material effect on the financial statements.
The American Bar Association’s policy statement, which will be presented 
for formal adoption next January, is included with the exposure draft. Copies 
may be obtained from the auditing standards division upon written request.
The AICPA’s accounting standards division has proposed in separate letters to 
the Financial Accounting Standards Board that business combinations of savings 
and loan associations and LIFO implementation be considered as emerging 
practice problems.
In regard to S & L business combinations (under the purchase method), the 
division urges resolution of the alternatives now being used. At issue are 
provisions of APB Opinion No. 16 which require appropriate current interest 
rates to be applied in valuing certain assets and liabilities of the acquired asso­
ciation. Two accounting approaches are now being used: the “net spread 
method,” which the division holds is inconsistent with the language of APB 
Opinion No. 16, and the “separate valuation method,” which the division 
generally supports. There are indications, according to the accounting standards 
division, that if the profession does not take action, the Federal Home Loan 
Board will prescribe one or the other practice by the end of the year.
The areas of LIFO implementation that were identified by the division as 
emerging practice problems include interim accounting problems, financial 
disclosure when unusual income distortions result, application of lower of cost 
or market rule and reversal of market reserves.
Copies of the letters are available from the accounting standards division 
upon written request.
Recent FASB 
Actions:
During the last few weeks, the Financial Accounting Standards Board has issued 
three statements on standards, one interpretation and an exposure draft.
Foreign Currency 
Translation
Tax Allocation by Oil 
and Gas Companies
Merger Exemption 
is Extended
Reporting by 
Development Stage 
Subsidiaries
Proposed 
Amendment to 
Statement No. 5
In Statement No. 8, the FASB set standards for financial accounting and reporting 
for foreign currency transactions and for translating foreign currency financial 
statements incorporated in the financial statements of an enterprise. The 
provisions are effective for fiscal years beginning January 1, 1976.
The statement requires that a method be used that is similar to the monetary- 
nonmonetary method currently used in practice and the temporal method 
described in Accounting Research Study No. 12. Also, exchange gains and losses 
resulting from translation cannot be deferred. They must enter into the income 
determination for the current period.
Starting January 1 ,  1975, interperiod allocation of income taxes with respect to 
intangible drilling and development costs is required for oil and gas companies. 
Companies that previously did not allocate taxes must do so by using the 
prospective net method of accounting. This is the essence of FASB Statement 
No. 9. The final statement is a change from the Board’s draft position, which 
called for a one-time charge against earnings of the cumulative deferred income 
taxes not recognized as of January 1, 1975.
The prospective net method requires allocation of income taxes on the net 
change in the timing differences originating in the period and the reversal 
during the period of similar differences that arose in prior periods. An election 
is provided that permits taking into account the interaction with percentage 
depletion when using the prescribed method.
In its third statement (No. 10) the FASB officially extended the “grandfather” 
provision of Accounting Principles Board Opinion No. 16 on business combina­
tions, which was due to expire on October 31 (see September 22 Letter). The 
APB provision had provided a five-year exemption from the pooling of interests 
criteria on business combinations for companies that had certain intercorporate 
investments at October 31, 1970. The exemption is being extended because the 
results of the FASB’s consideration of the entire subject of business combinations 
may involve changes in accounting practices that could be changed again if 
the “grandfather” provision expired on schedule.
In Interpretation No. 7, the FASB has clarified the application of its Statement 
No. 7, Accounting and Reporting by Development Stage Enterprises, to develop­
ment stage subsidiaries that are included in the consolidated statements of 
established operating companies.
The statement specifies that “capitalization or deferral of costs shall be 
subject to the same assessment of recoverability that would be applicable to an 
established operating enterprise.” Also, when a development stage subsidiary 
changes its accounting to conform to Statement No. 7, it is required to restate 
its separate financial statements by prior period adjustments.
Comments on a proposed statement that would amend the transition method set 
forth in FASB Statement No. 5, Accounting for Contingencies are due by 
December 8.
If the exposure draft is adopted, Statement No. 5 would be applied by 
retroactively restating a company’s financial statements for as many consecutive 
prior years as is practicable. The original statement calls for the use of the 
cumulative effect method of transition.
Copies are available from the FASB, High Ridge Park, Stamford, Ct. 06905. 
Statements are 75¢ each; the interpretation is 50¢; exposure draft is free.
Tax Bill Nears 
Completion
Health Care Task 
Force Appointed
AICPA Distribution 
Policy on
Official Documents
The Ways and Means Committee expects to send its entire package of corporate 
and individual tax revisions to the House floor this month. Here are some of 
the committee’s most recent decisions:
□  Extend the 10 percent investment tax credit through 1980. Congress had 
raised the credit from 7 percent earlier this year. Also extended is the increase 
in used equipment eligible for the credit, from $50,000 to $100,000.
□  Lengthen the period for which an asset must be held before it qualifies for 
capital gains treatment in three stages. The holding period would be increased 
to eight months next year, ten months in 1977 and to one year in 1978.
□  Raise the present $1,000 limit on capital losses that may be used to offset 
ordinary income, also in three stages: $2,000 in 1976, $3,000 in 1977 and 
$4,000 in 1978.
□  Extend the tax cut approved by Congress on the first $50,000 of corporate 
income through 1977.
□  Permit an employee a tax deduction on the difference between 15 percent of 
his earnings, up to $1,500, and the amount of the employer’s contribution
to a private pension plan, if it is less.
William Freitag, of New York, heads a new task force on health care matters 
appointed by the AICPA’s federal government division. The purpose of the 
group is to develop recommendations in connection with all services provided 
by the profession to the health care industry. It proposes to consult on health 
care legislation and regulations with committees of the Congress and with the 
executive branch.
All professional and practice standards issued by the Institute and the Financial 
Accounting Standards Board are integrated in the looseleaf subscription service, 
AICPA Professional Standards. Periodically, this service is reprinted in paper­
back volumes, and sold separately. Also, the texts of official pronouncements 
are published in The Journal of Accountancy, although the longer ones may not 
be reproduced in their entirety.
Distribution policies related to specific areas are summarized below:
□  FASB Pronouncements — Copies of all materials emanating from the Financial 
Accounting Standards Board, including statements and interpretations, 
should be ordered from the Board’s publications division, High Ridge Park, 
Stamford, Conn. 06905. These documents are not distributed by the AICPA.
□  AICPA Standards — As a general rule, single copies of all final AICPA- 
produced pronouncements which set standards of practice will be mailed 
free to all members. These publications include such items as statements on 
auditing standards, statements on standards for management advisory 
services and statements on responsibilities in tax practice. Additional copies 
are available from the AICPA’s order department at a nominal charge.
□  Ethics Pronouncements — The publication of ethics rulings and interpretations 
in The Journal of Accountancy is deemed to constitute notice to the members 
of their adoption.
□  Other Publications — A charge may be made for position papers issued by 
the auditing or accounting standards divisions. Most other publications, 
including audit guides and MAS guidelines, are offered for sale with discounts 
to members.
□  Exposure Drafts — Draft copies of Institute-produced documents on which 
comments are being sought will be sent to various organizations and persons 
with a particular interest in the subject. In most cases, a member may obtain 
a single free copy, upon written request, from the division responsible
for the draft.
Washington Briefs IRS Commissioner Donald C. Alexander, in a speech at the AICPA’s annual
meeting last month, said that the Service is considering some form of staggered 
filing of income tax returns. He suggested two possible approaches: One would 
be different mandatory filing dates; the other would be voluntary with a 
combination of discounts and interest charges to achieve the spread.
The SEC will accept comments until December 1 on its proposed adoption of 
the Financial and Operational Combined Uniform Single (FOCUS) report for 
broker-dealers (Release No. 34-11748). Under the proposed amendments, the 
frequency of filing would be based on the firm’s financial soundness. An annual 
audited report also would be required.
In Release No. 33-5627, the SEC proposes, in response to a court order, that 
registrants make available certain environmental compliance reports. It provides 
for disclosure in registration statements and Forms 10K of the effects of gov­
ernmental regulations as to environmental matters on capital expenditures, 
operations and competitive position.
The Environmental Protection Agency will engage CPAs to audit construction 
contracts and grants for construction, program, research, development, demon­
stration and training projects. Some 10,000 man-days per year are involved in 
auditing the various projects. For information, call (703) 557-8244, or write:
EPA, Contracts Management Division, Attn: F. E. Stover, Room 726, Crystal 
Mall 2, Washington, D.C. 20460 for requests for proposals.
The Office of Minority Business Enterprise (OMBE) is seeking a wide variety of 
audits in numerous areas of the country on a requirements-type contract 
agreement. Contact F. D. Hobbs, Department of Commerce, Materials and 
Services Division, 14th and Constitution Avenue, NW, Washington, D.C. 20230.
Bill S.2498, submitted by the Senate Banking Committee would establish a 
National Commission on Small Business in America to make the Small Business 
Administration a more comprehensive agency in assisting small businesses. 
Also, the bill would increase SBA loan approval to $500,000 (up from $350,000) 
and provide a program to assist small firms in complying with federal pollution 
standards. For copies of the bill and the committee’s report, call (202) 224-7391.
—Rod Parnell, Editor
The CPA Letter
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FASB Issues Two 
Exposure Drafts and 
Sets Hearings
National SEC 
Conference Set
The CPA Letter
A Semimonthly News Report Published by the AICPA
In a departure from its usual practice, the Financial Accounting Standards Board 
has called public hearings on its conclusions set forth in exposure drafts of two 
proposed statements. The drafts deal with accounting for marketable securities 
and with the restructuring of debt in a troubled loan situation. Usually, the 
Board conducts public hearings on the basis of discussion memorandums.
When it announced the addition of these items to its agenda, the FASB indicated 
that the hearings would be held subsequent to the circulation of exposure 
drafts (see September 22 Letter).
Accounting for Certain Marketable Securities — Under the proposed 
statement, all marketable equity securities for companies not having specialized 
accounting practices would be treated as a single portfolio and would be carried 
at the lower of cost or market. Realized gains and losses and changes in the 
valuation allowance (the amount by which aggregate cost exceeds market value) 
would be included in the determination of net income of the period in which 
they occur. Disclosure requirements are also set forth. Except for certain 
requirements, the specialized accounting practices of such industries as invest­
ment companies, security brokerage firms and insurance companies would 
not be affected by the proposed statement. Also, the proposal would not apply 
to not-for-profit organizations or mutual life insurance companies.
The public hearing will begin on December 8, at the New York Sheraton 
Hotel. Comments on the draft are also due by that date.
Restructuring of Debt in a Troubled Loan Situation — The proposed state­
ment would require that restructuring of a troubled loan (as defined) be 
accounted for by measuring the gain or loss based on the effective interest rate 
of the old debt, except that issuance of stock or other equity securities for debt 
would be considered a capital transaction on which no gain or loss is recognized.
A gain or loss would be recognized by the debtor when principal or accrued 
interest has been forgiven or when the future rate is modified.
In making its announcement, the FASB pointed out that the problem dealt 
with in the proposed statement has involved real estate investment trusts, but 
similar restructuring arrangements have occurred in other industries.
The hearing date is December 12 at the Waldorf-Astoria Hotel in New York. 
Written comments should be received by the Board no later than December 10.
Copies of the exposure drafts and public hearing notices can be obtained 
without charge from the FASB, High Ridge Park, Stamford, Conn. 06905.
The AICPA’s Third National Conference on Current SEC Developments will be 
held on January 7-8 at the Statler Hilton Hotel in Washington, D.C. Speakers will 
include a member of Congress, an SEC commissioner and the chief accountant 
of the SEC. Topics to be discussed include interim financial information, 
accountant’s legal liability, replacement costs, price-level accounting and special 
problems affecting financial institutions. Registration fee is $150. Further infor­
mation is available from the AICPA’s meeting department.
Help Sought for 
S.E. Asian Refugees
New AICPA
Publications
Available
Average Deductions 
Released by IRS
The AICPA, as well as other national organizations, has been asked to help find 
sponsors for the 16,000 refugees from Southeast Asia who remain in U.S. settle­
ment centers. Since the fall of Saigon, some 116,000 refugees have been relocated 
in American communities. They are 88 percent of those accepted for resettlement. 
Of the remainder, some 4,000 are housed at the center in Pennsylvania which 
is due to close next month.
Sponsorship involves providing housing and assistance in finding employ­
ment. It may also require some financial aid until the refugee or refugee family 
can become self-supporting. Sponsors may be either individuals or community 
groups.
For further information, write to the Sponsorship Coordination Office, 
Interagency Task Force, Fort Indiantown Gap, Pa. 17003, or call (collect)
(717) 782-4959.
Accounting Trends and Techniques (1975) —The latest annual survey of 
accounting practices is based on an analysis of 600 stockholder reports for fiscal 
years that ended in 1974 or early 1975. Specific examples are given and numerous 
comparative tables correlate data with that of previous years.
Price is $30; $24 to members.
Behavior of Major Statistical Estimators in Sampling Accounting Populations — 
This new study (Auditing Research Monograph No. 2) shows how ten important 
statistical estimators behave under a variety of auditing conditions.
Price is $7.50; $6.00 to members.
Illustrations of the Disclosure of Related Party Transactions — Financial Report 
Survey No. 8 is drawn from the 6,000 reports stored in the AICPA’s NAARS 
computer. It organizes related party transactions according to the nature of the 
relationship and type of transaction to assist in determining the details that 
should be disclosed in the financial statements.
Price is $5.00; $4.00 to members.
What Does a CPA Do? — This 12-page illustrated booklet, prepared by the 
AICPA’s public relations division, describes in layman’s terms the CPA’s role as 
auditor, tax specialist, management adviser and accountant. It is designed for 
distribution to clients and others interested in the profession.
Single copies free to members; 25¢ each additional copy (minimum order is 10).
The above publications can be obtained from the AICPA’s order department.
The Internal Revenue Service has released figures on 1973 individual income 
tax returns that indicate the average itemized deductions for various income 
brackets. The following table shows four key items classified by adjusted gross 
income ranges:
Adjusted Gross Income Contributions Interest Taxes Medical
$ 9,000- 10,000 $ 297 $ 800 $ 801 $435
10,000- 15,000 336 992 1,014 346
15,000- 20,000 412 1,178 1,386 305
20,000- 25,000 520 1,338 1,747 292
25,000- 30,000 650 1,441 2,148 289
30,000- 50,000 945 1,799 2,935 402
50,000-100,000 2,079 3,057 5,091 428
100,000-or more 10,825 9,423 13,192 654
IRS Issues Rulings 
on Pensions
Cummings to 
Head IASC
AICPA Responds to 
Lease Proposal
Recent Actions by 
the Accounting 
Standards Division
Two recent rulings by the Internal Revenue deal with pension guidelines:
□  In Revenue Ruling 75-480, the IRS has modified its guidelines regarding the 
integration of the benefits of a retirement plan with those provided by Social 
Security. They reflect the changes called for under the Employee Retirement 
Income Security Act of 1974 (ERISA).
□  Revenue Ruling 75-481 prescribes guidelines for determining whether the 
contributions or benefits under employee pension, profit-sharing and stock 
bonus plans meet the limitations set forth in Section 415.
Joseph P. Cummings, of New York, has been elected chairman of the Inter­
national Accounting Standards Committee, effective July 1, 1976. He will succeed 
Sir Henry Benson of the United Kingdom.
IASC formulates and publishes basic international standards for financial 
statements and promotes their worldwide acceptance. The group plans to expose 
a draft statement in January on Accounting Treatment of Changing Prices.
Mr. Cummings, who is deputy managing partner of Peat, Marwick, Mitchell 
& Co., is in charge of his firm’s international operations. He was a member of 
the AICPA’s Accounting Principles Board and vice chairman of that group.
Eugene Minahan, of California, has been appointed deputy U.S. representa­
tive to ISAC. He is a vice president and controller of Atlantic Richfield Co.
The AICPA’s accounting standards division disagrees with two basic elements in 
the Financial Accounting Standards Board’s proposed statement, Accounting 
for Leases (see September 8 Letter). The division’s statement of position, 
reiterated in its comment letter, contained the following points, among others:
□  Retention of some ownership risks by a lessor/seller may necessitate deferral 
of some or all of the profit to be reported.
□  Income from leveraged leases should be accounted for under the three-party 
financing lease concept.
The Board’s proposed approaches to these areas are inconsistent with the 
positions taken by the division. Copies of the comment letter, which includes 
other recommendations, are available from the accounting standards division.
Two new task forces have been appointed by the chairman of the AICPA’s 
accounting standards executive committee (AcSEC):
□  Harry Reiss, of New York, heads a group that will make recommendations to 
AcSEC on the accounting issues related to employee stock ownership plans.
□  Accounting questions regarding investments in bonds and notes of New York 
City will be studied by a task force chaired by Hector Anton, of New York.
AcSEC has decided not to appoint a task force to study questions related to 
the Michigan Single Business Tax because the Michigan Association of CPAs 
is expected to provide guidance in this area by the end of the year.
The committee agreed that the AICPA’s audit guide on construction con­
tractors should be revised and recommended that such a committee be appointed.
A task force under Malvern J. Gross, Jr., of Washington, D.C., is examining 
the broad accounting and reporting concepts for non-profit organizations. 
Although it will be some time before it undertakes the special problems of 
different types of non-profit organizations, it welcomes comments on civic, 
fraternal and trade associations; cemetery societies; clubs; foundations; labor 
unions; libraries; museums; performing arts groups; political action and public 
interest groups; religious, research and scientific organizations; zoological 
and botanical societies; and health, welfare and educational organizations that 
are not covered by existing AICPA guides.
The Securities and Exchange Commission is accepting applications for a two-year 
appointment under its Professional Accounting Fellow Program. The position 
involves work with accounting, reporting and disclosure issues.
The program is limited to CPAs (advanced degree preferred) with five 
years in public accounting or college teaching and familiarity with SEC 
accounting and registration activities. Compensation is $23-31,000 per year.
For information, contact John C. Burton, SEC, Washington, D.C. 20549.
The maximum base income for Social Security taxes will rise from $14,100 to 
$15,300 for 1976. Under the present law, the rate of 5.85 percent will remain 
in effect until 1978 when it is scheduled to go to 6.05 percent. The Office of 
Management and Budget, however, assumes the base will be $16,500 in 1977.
The SEC started a new series of staff accounting bulletins this month. The 
bulletins include unofficial interpretations and practices followed in administer­
ing disclosure requirements. Although individual copies are not available, 
the texts will appear in the SEC Docket publication.
The Interstate Commerce Commission has scheduled an informal conference to 
start on January 13 regarding its proposed corporate disclosure regulations 
contained in Docket No. 36141. Contact John A. Grady at (202) 343-1100.
House Bill (HR 10444) would provide a property tax credit against the federal 
income tax for the elderly. For those over 65, the credit would be 50 percent on 
incomes of less than $5,000. It would drop by two percent for each additional 
$1,000 of income. A different formula would apply to renters.
The final version of Title IX of the Federal Energy Bill as reported by the 
conference committee eliminates many of the features that were objected to by 
the accounting profession. Earlier proposals would have required the General 
Accounting Office to prescribe uniform accounting practices in the petroleum 
industry. It would have also conducted “oversight audits” of CPA firms that had 
clients in the petroleum industry and “verification audits” of the financial 
statements of integrated oil and gas companies filed with the SEC. As adopted, 
all these references to “oversight” and “verification” audits have been eliminated. 
Also, the SEC is authorized to accept the Financial Accounting Standards Board’s 
statements as they relate to oil and gas companies.
— Rod Parnell, Editor
The CPA Letter
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FASB Adds Two 
Emerging Problems 
to Agenda . . .
. . .  Postpones 
Action on Leases 
and Inflation . . .
. . .  and Announces 
Staff Changes
The CPA Letter
A Semimonthly News Report Published by the AICPA
On recommendation of the screening committee on emerging problems, the 
Financial Accounting Standards Board has put two new items on its technical 
agenda. One is concerned with interim financial reporting; the other with 
long-term debt and fixed maturity preferred stock. Both of these subjects had 
been suggested by the AICPA’s accounting standards division.
The interim reporting project will involve reconsideration of APB Opinion 
No. 28, “Interim Financial Reporting.” The basic issue is whether an interim 
financial reporting period should be considered as a discrete period or as an 
integral part of the annual reporting period. The question is particularly important 
to companies with seasonal operations.
The project on long-term debt and fixed maturity preferred stock will be 
relatively narrow in scope and will deal mainly with the following:
□  Disclosure of payments scheduled for preferred stock and long-term debt, 
including sinking fund provisions.
□  Balance sheet classification of a preferred stock sinking fund deposit or 
redemption scheduled within one year.
The FASB has decided that these problems require early resolution and, 
therefore, will not issue discussion memorandums. It may, however, hold public 
hearings and will issue exposure drafts before final statements are adopted.
The Board will not issue final statements on its controversial proposals on 
accounting for leases and inflation accounting this year, as originally planned.
In explaining the delay on the lease proposal, Chairman Marshall Armstrong 
said that the complexity of the issues requires additional analysis of the 
more than 240 comment letters that have been received. Many of them were 
critical of the Board’s approach, which would have required capitalization of 
leases in most cases. A final statement is expected early in 1976. No effective date 
has been decided, but the ruling would not apply to 1975 financial statements.
While most of the 450 respondents to the proposal for supplementary 
financial statements based on the general purchasing power of the dollar agreed 
that some sort of inflation accounting is needed, there was wide disagreement 
over the method to be used. Before taking final action, the Board plans additional 
analysis of the findings of some 75 companies which have been applying the 
proposed procedures to their past financial statements.
The Board does plan to issue final statements in three areas before the end 
of the year. They will deal with certain marketable equity securities, 
restructuring debt in a “troubled loan” situation and the transition method 
for accounting for contingencies.
J. T. Ball, formerly the FASB’s director of technical activities, has been appointed 
to the newly created position of director for emerging problems. The new 
technical director is George J. Staubus, who was a professor of business adminis­
tration at the University of California (Berkeley) until his appointment.
Congress Gets 
Report on Non-Profit 
Organizations
Insurance
Accounting
Memorandum
Available
SEC Conforms 
Development 
Stage Regulations 
to FASB
Tax benefits to broaden the base for charitable gifts are among the recom­
mendations submitted to Congress and the Treasury on December 2 by the 
Commission on Private Philanthropy and Public Needs. The report is based on a 
two-year study by the group, which is headed by John H. Filer, chairman 
of the Aetna Life and Casualty Company. Changes in the accountability of 
charitable organizations are also recommended.
The following are among the tax-related proposals:
□  Taxpayers who take the standard deduction should also be permitted to 
deduct charitable contributions as an additional, itemized deduction.
□  Families with incomes of less than $15,000 should be permitted to deduct 
twice what they actually give; those with incomes between $15,000 and 
$30,000 should be able to deduct 150 percent of their giving.
□  Income deducted for charitable giving should be excluded from any minimum 
tax provision.
□  The appreciated property allowance within the charitable deduction should 
be amended to eliminate the possibility of personal financial gain.
□  Corporations should set two percent of pre-tax net income as a minimum goal 
by 1980 for charitable contributions.
Included among the recommendations for improving the philanthropic 
process are the following:
□  Require all tax-exempt charities, except churches and their affiliates, to make 
available annual detailed reports on their finances and programs.
□  Replace the present four percent audit tax on foundations with a fee based  
on the actual costs of auditing them.
□  Require all tax-exempt organizations to maintain “arm’s length” business 
relationships with profit-making enterprises.
□  Set a flat annual payout rate of five percent of principal for foundations and a 
lower rate for other endowed tax-exempt organizations to discourage 
unnecessary accumulation of income.
Copies of the report can be obtained at $1.50 each from the Commission’s 
office at Suite 800, 1776 K Street N.W., Washington, D.C. 20007.
The AICPA’s insurance auditing task force has prepared a discussion memoran­
dum on accounting for property and liability insurance companies. It will 
serve as a basis for a statement of position to be presented to the Financial 
Accounting Standards Board in the spring of 1976.
The memorandum identifies variances in practice that have taken place since 
the issuance of Audits of Fire and Casualty Insurance Companies, an AICPA 
Industry Audit Guide published in 1966. Also, the memorandum sets forth 
arguments for and against alternative practices in such areas as the timing of 
premium revenue recognition, types of costs that are deferrable as acquisition 
costs and treatment of gains and losses on investments.
Comments are sought by January 30. Copies of the memorandum can be 
obtained from the auditing standards division.
The SEC has revised Article 5A of Regulation S-X to conform its provisions 
to Statement No. 7 of the Financial Accounting Standards Board. The statement 
holds that financial statements of development stage enterprises should conform 
to the generally accepted accounting principles of established companies and 
specifies certain additional disclosures.
SEC Release No. 33-5642 eliminates the specialized financial statements 
previously required and incorporates the FASB-mandated disclosures. Certain 
exemptions from the audited financial statements requirement in Form 10-K 
have been retained, but will be restudied to determine their appropriateness.
AICPA Group 
to Study Unaudited 
Statements
AY Issues Report 
on PMM & Co.
GAO Audit
Supplement
Available
Trial Board 
Procedures 
Adopted
AICPA Chairman Ivan Bull has appointed a standing subcommittee within the 
auditing standards division to deal with accounting and review services.
Headed by William R. Gregory, Tacoma, Washington, the new group has the 
following objectives:
□  To reconsider all aspects of AICPA pronouncements applicable to the 
association of CPAs with unaudited financial statements, including participa­
tion in preparation or performance of review procedures for client-prepared 
statements.
□  To consider appropriate types of services for such engagements, including 
different levels of assurance.
□  To develop recommendations and guidance in this area of practice on a 
continuing basis.
The subcommittee is authorized to publish its views after clearance by the 
chairman and the director of the auditing standards division. These views may 
be presented in the form of guides or statements of position, or given the same 
status as statements on auditing standards, if so decided by the auditing 
standards executive committee.
Arthur Young & Co. has issued a report on its special review of the quality 
control procedures of the audit practice of Peat, Marwick, Mitchell & Co. AY had 
been retained by PMM last May to conduct such a review. Its scope included all 
the procedures outlined in the “Plan for Implementation of the AICPA Voluntary 
Program for Reviews of Multi-Office Firms” (see June 9 Letter).
In essence, the AY report states that PMM’s audit practice quality control 
procedures were “appropriately comprehensive and suitably designed for a 
multi-office firm to conform with the requirements of generally accepted auditing 
standards.” The report concludes: “We were favorably impressed with the 
extent of the firm’s commitment to the conduct of its practice in accordance 
with professional standards.”
Copies of the General Accounting Office’s Supplement No. 6 to its 1972 Standards 
for Audit of Governmental Organizations, Programs, Activities and Functions 
are now available. The supplement is an illustrative audit report on the Air 
Pollution Control Program of Sassafras County, Maryland. The name of the 
county is fictitious, but the report is based on an actual full scope audit by the 
GAO. The audit guide used in the audit is included as an appendix to the report.
Copies (Stock No. 2000-00128) may be obtained from the Superintendent 
of Documents, U.S. Government Printing Office, Washington, D.C. 20401 at 85¢ 
each. Previous supplements are also available from the GPO.
Rules of procedure and practice were adopted at the National Ethics Enforcement 
Conference held in Chicago on November 10-11. They will govern the conduct 
of hearings under the new unified trial board organization, which took effect 
August 1. Some 40 state societies are expected to participate in the joint 
enforcement plan during its first year.
The conference, which was attended by about 150 representatives of state 
societies and the AICPA, Regional Trial Boards and the National Review 
Board, included a number of panel discussions dealing with subjects ranging 
from answering inquiries to conducting investigations and trials. AICPA 
Chairman Ivan Bull urged the participants to quicken the enforcement pace on 
an even-handed basis, especially in the technical areas, and suggested that 
there be more public reporting about enforcement activities in keeping with the 
rights of the respondents.
Ethics Proposal 
Issued on 
Litigation and 
Independence
The AICPA’s professional ethics division has issued an exposure draft of a 
proposed interpretation of Rule of Conduct 101. It deals with the effect of actual 
or threatened litigation on independence. The draft identifies situations in 
which the auditor and client management may be placed in adversary positions 
where management’s willingness to make complete disclosures and the 
auditor’s objectivity may be affected by self-interest.
The comment deadline is March 15. Copies of the exposure draft may be 
obtained from the professional ethics division.
Washington Briefs The IRS has issued two sets of proposed temporary regulations on pension plans.
One set deals with minimum vesting standards; the other with employees of 
partnerships and other organizations under common control. Comment dates are 
January 9 and January 4 respectively.
The IRS has announced (TIR 1420) a forthcoming Revenue Procedure 75-53 
that will extend the time for filing Form 3115, Application for Change in 
Accounting Method, to change to the full absorption method of inventory valu­
ation. The new election date is the later of January 27, 1976 or the first 180 days.
Speakers at the AICPA’s SEC Conference on January 7-8 (see November 24 
Letter) will include Senator William Proxmire (D-Wis.), chairman of the com­
mittee on banking, housing and urban affairs. One of his key subcommittees 
deals with the regulation of financial institutions. SEC Chairman Roderick Hills 
and John G. Burton, the SEC’s chief accountant, will also address the participants. 
Contact the meetings department for registration information.
The Interstate Commerce Commission has issued regulations which adopt 
generally accepted accounting principles for extraordinary items, prior period 
adjustments and discontinued operations. The changes are effective 
January 1, 1976.
In Accounting Series Release No. 183, the SEC revised Regulation S-X to require 
insurance companies (other than life) to report on the basis of generally 
accepted accounting principles. In states where only statutory basis statements 
are published, these statements are to be accompanied by supplemental 
statements based on generally accepted accounting principles.
—Rod Parnell, Editor
The CPA Letter
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AudSEC Approves 
Four Statements
Investor Accounting 
for Government 
Bonds and Notes
The CPA Letter
A Semimonthly News Report Published by the AICPA
The AICPA’s auditing standards executive committee (AudSEC) has approved 
the issuance of the following four statements on auditing standards:
□  Other Information in Documents Containing Audited Financial Statements 
requires that an auditor review other information that may be relevant to his 
examination to determine whether a material inconsistency with the 
financial statements should result in revisions to the financial statements
or to his report. Guidelines are given in cases where the situation is not 
resolved to the auditor’s satisfaction.
□  The Effect of an Internal Audit Function on the Scope of the Independent 
Auditor’s Examination sets guidelines for reviewing the competence of 
internal auditors, testing their work and using them to assist the 
independent auditor.
□  Using the Work of a Specialist provides criteria for selecting specialists 
outside the accounting field and utilizing their expert knowledge in connection 
with an independent auditor’s examination.
□  Limited Review of Interim Financial Information describes the nature, 
timing and extent of procedures that the independent CPA should apply to 
limited reviews of interim financial information.
The statement’s provisions and its appendix do not apply to interim 
financial information in documents filed with the SEC pursuant to the 1933 
Act unless the accountant has examined and reported on the financial 
statements in which the interim information is included. The appendix deals 
with the application of the statement to limited reviews required under the 
SEC’s Regulation S-X and the instructions for the Form 10-Q quarterly 
report set forth in Accounting Series Release No. 177 (see September 22 
Letter). The committee believes that the final document meets the SEC’s 
needs and hopes that the standards and procedures proposed in SEC 
Release No. 33-5612 will be withdrawn. 
(Copies of these statements will not be available until mid-January, at which 
time they will be sent automatically to members.)
On a related matter, AudSEC expects to issue soon an exposure draft of a 
proposed statement on the auditor’s involvement with public reporting of 
limited reviews. Also under consideration is a possible interpretation of SAS 
No. 6, Related Party Transactions. It would deal primarily with disclosures 
relating to certain South American subsidiaries.
The AICPA’s accounting standards executive committee has authorized 
preparation of a draft on accounting by investors in certain obligations of state 
and local governments which will set forth its tentative views for discussion.
These issues have arisen primarily as a result of the inability of New York 
City and other units within New York State to meet the principal or interest 
payments on certain bonds and notes.
Also, two statements of position are expected by year end. They are 
Accounting Practices in the Broadcasting Industry and Questions Concerning 
Profit Recognition on Sales of Real Estate.
Pension Hearings 
Get Update from 
IRS and DOL
Firms to Jointly 
Develop Special 
MAS Courses
AISG Issues Study 
on Going Concern 
Problems
The following points were made by IRS and Department of Labor representatives 
at the House oversight hearings on ERISA held December 9:
□  The IRS will no longer require an auditor’s opinion on plan forms submitted 
to it and the DOL is considering exemption of plans with less than 100 
participants from submitting audited financial statements.
□  The IRS is drafting a one-page report form (5500-C) for plans with less than 
100 participants and will eliminate Schedule A of Form 5500.
□  The DOL is reevaluating its financial reporting and disclosure requirements.
□  IRS forms are to be filed within 210 days following the taxable year; DOL 
financial forms are due within 210 days following the plan fiscal year.
□  Technical Information Release No. 1424 withdraws Revenue Procedure 75-49 
concerning plan discrimination.
□  No decisions have been made on exemptions from prohibited transactions.
At a meeting held on November 24-25 under the auspices of the AICPA’s 
division of management advisory services, representatives of ten accounting 
firms agreed to jointly fund and develop certain MAS courses that are too 
specialized to be considered for development by the Institute’s continuing 
professional education division.
A general statement of objectives for separate courses on EDP and on general 
consulting skills was tentatively approved. In the EDP area, the objectives 
dealt with consultants who are not EDP specialists, EDP specialist consultants 
and personnel who do not have consulting experience. The objectives for 
the general consulting skills were aimed primarily at the entry-level consultant, 
regardless of background.
Under the proposed program, the CPE division would assist in the 
development of the courses from supplied detailed material and would provide 
administrative support. In return, the division would receive the rights to 
use the materials in its own programs.
The group will meet in Chicago on January 15-16 to refine the arrangements 
and develop detailed course outlines. Any firms interested in participating 
in this project should contact Monroe S. Kuttner of the MAS division at the 
AICPA office.
The latest in a series of comparative accounting studies in Canada, the United 
Kingdom and the U.S. has been released by the Accountants International 
Study Group.
The purpose of Going Concern Problems is to examine the problems that 
arise in the application of the going concern concept, particularly in terms of the 
current economic environment. Among the areas discussed are the following:
□  The impact of the going concern concept on accounting and auditing.
□  Circumstances which indicate that an enterprise is not, or may not be, a 
going concern.
□  Pronouncements and practices in the three countries.
□  Appropriate valuation basis and disclosure where going concern is questioned.
□  Auditor’s responsibilities where going concern is questioned as they relate 
to his opinion, the problem of “ self-fulfilling prophecy,” additional audit 
procedures and delays in the release of financial statements.
□  An appendix includes examples from each country of auditors’ reports with 
going concern qualifications.
Copies of the study have been sent to members of the Accounting Research 
Association and are available from the AICPA’s order department at $3.00 
each; $2.40 to members.
FASB Approves 
One Statement; Two 
Others Imminent
Council Members 
Discuss Registration 
Proposal
The Financial Accounting Standards Board has approved a statement on the 
transition method for accounting for contingencies and is planning to approve 
statements on certain marketable equity securities and restructuring of debt 
in a troubled loan situation by the end of the year.
□  Accounting for Contingencies-Transition Method amends FASB Statement 
No. 5 to require retroactive restatement of a company’s financial statements 
for as many years as is practicable, rather than the cumulative effect 
method of transition in accounting for contingencies. While supporting the 
new transition method, the AICPA’s comment letter stated that greater 
consistency in the manner in which all accounting changes are 
implemented is desirable.
□  Accounting for Certain Marketable Securities — The exposure draft (as 
summarized in the November 24 Letter) requires all marketable equity 
securities to be reported at the lower of cost or market by companies that do 
not carry them at market. Unrealized gains and losses would be included
in net income determination except for certain specialized industries.
Mutual life insurance companies, not-for-profit organizations and employee 
benefit plans are excluded.
As evidenced by the public hearing on December 8, this proposal is highly 
controversial. A basic objection raised was the so-called “yo-yo” effect of 
reporting short-term market swings on long-term investments. Also, mutual 
savings banks and mutual savings and loan associations held that they 
should be exempt from the proposed statement’s provisions. The AICPA’s 
accounting standards division (ASD) generally supported the proposed 
statement, but suggested the exemption of mutual banks for consistency.
□  Restructuring of Debt in a Troubled Loan Situation proposes standards to be 
applied by the debtor. Response to this proposal was sparse and only five 
persons testified at the December 12 hearing. Objections centered on the 
timing of income recognition on gains or losses on restructuring. There is no 
majority support in the ASD committee for immediate recognition of
gain or loss and the exclusion of contingent interest payments from the 
computation of post-restructuring cash payments. The majority disagrees 
with the position that the fair value of equity securities issued in connection 
with a restructuring should not enter into accounting for the restructuring.
The comments by the AICPA’s accounting standards division on all three 
proposed statements are described in more detail in the News section of the 
January Journal of Accountancy. Also, copies of the letters can be obtained from 
the division upon written request.
A series of regional meetings with members of the AICPA’s Council is being held 
this month and next to review the revised plan for the voluntary registration 
of CPA firms that meet certain quality control standards in their audit practices 
(see AICPA News in the November Journal of Accountancy). The plan had 
been presented for general discussion at the October meeting of Council.
The purpose of the meetings is to enable Council members to exchange 
views, in small groups, on both the concept of the plan and its specific 
applications. Under this arrangement, Council members should be in a better 
position to discuss the elements of the plan with their constituents. AICPA  
President Wallace E. Olson and Samuel A. Derieux, chairman of the committee 
on self regulation, have been participating in the meetings to provide background 
information and to discuss specific features of the proposed plan.
A revised plan will be prepared on the basis of the comments received from 
Council members and others.
Guidelines on 
Governmental 
Accounting
Washington Briefs
A Statement of Position was sent to the Financial Accounting Standards Board 
in August on behalf of the AICPA’s accounting standards division which 
proposed clarifications on accruals of revenues and expenses in the industry 
audit guide, Audits of State and Local Governmental Units [see August Letter).
Recently, the FASB advised the Institute that it has no present plans to 
place these matters on the Board’s agenda. Therefore, the position statement will 
serve as guidelines in these areas, although not enforceable under the AICPA’s 
Code of Professional Ethics. The text is incorporated in the audit guide 
(priced at $5.00; $4.00 to members) or available separately from the order 
department at $1.00 per copy.
The Department of Labor has issued a 16-page booklet, Reporting and Disclosure: 
Employment Retirement Income Security Act of 1974. It outlines the act’s 
reporting and disclosure provisions and covers reports that plan administrators 
must file with the government. Free copies of the booklet, which is written 
in non-technical language, are available from the Office of Procurement, DOL, 
Room N-5432, 3rd and Constitution, N.W., Washington, D.C. 20216.
The SEC’s Accounting Series Release No. 184 amends Regulation S-X to remove 
minor editorial inconsistencies and ambiguities relating to the provisions of 
ASR 147 (Leases), ASR 148 (Compensating Balances) and ASR 149 (Income 
Taxes).
The Cost Accounting Standards Board has issued a pamphlet that includes its 
rules, regulations and standards as of June 30, 1975. Free copies can be obtained 
by calling (202) 275-6111.
For assistance in meeting the business loan regulations amended last February, 
the Small Business Administration has proposed guidelines for the preparation 
of annual reports for Subsection(b) lenders and a system of accounts 
classification. Comments on An Audit Guide for Small Business Lending 
Companies are due January 9. For information, call (202) 382-5587.
In a notice accompanying the Forms 941 being mailed to employers this month, 
the IRS has reminded them that they will have to revert to the withholding 
tables used prior to May 1975 unless final action is taken to extend the Tax 
Reduction Act of 1975. These rates are in the 1973 Circular E, Publication 15.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036
Second-class postage paid at New York, N.Y.
The CPA Letter, December 22, 1975. Published semi­
monthly, except July and August when monthly. Publi­
cation and editorial office: 1211 Avenue of the Americas, 
New York, N.Y. 10036. Second-class postage paid at 
New York, N.Y. Copyright © 1975 American Institute of 
Certified Public Accountants, Inc.
